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PREFACE

Since the normalization of the Vietnam-US diplomatic
ties, the economic relations between the two countries have
been considerably improved. Trade and investment rose
fast during the period from 1995 to 1997. But since 1998,
they have started to slow down although some increase was
recorded. The US aid to Vietnam. though not great, has
been resumed and most of it is under the form of non-gov-
ernmental aid. This situation is greatly different from that
of the 1954-1975 period when in the economic ties between
the US and the Government of South Vietnam economic aid
was predominant over trade and investment. It is also very
much different from that of the 1975-1995 period when the
relations between the two countries were “frozen.” Because
of the sanctions and embargo imposed by the US against
Vietnam, no investment, no trade and almost no aid were
developed.

With the purpose of contributing to the promotion of the
relations between the two countries in general and in the eco-
nomic fields in particular, I have tried to study the economic
relations between the two countries in three major periods:
the war time of 1954-1975, the embargo from 1975 to 1995,
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and the normalization of relations since 1995. The study
focuses on three areas: trade, investment and aid.

Beside the study in Vietnam, I have spent some time
doing research in the United States, and through these oppor-
tunities, valuable data have been collected to add to the mate-
rials available from Vietnam. With these sources of informa-
tion from both the Vietnamese and US sides, I try to make
sure the results of the research be fair and objective, and
thereby contributing to the better and more balanced under-
standing on the relationship of the two countries.

I would like to take this opportunity to express my thanks
to the Vietnam National Center of Social Sciences and
Humanities, the Institute of World Economy, the Fulbright
Senior Scholar Program at the Council for International
Exchange of Scholars, the US Information Agency, the US
Information Service of the US Embassy in Vietnam, the Paul
H. Nitze School of Advanced International Studies at the
Johns Hopkins University, Prof. Nguyen Duy Quy, Dr. Vo
Dai Luoc, Prof. Frederick Z. Brown and Ms. Thiele Tracy.
for their valuable support with which I have been able to
complete this study.

PO PUC PINH, Ph.D
Institute of World Economy
Narional Center for Social Sciences and Humanities

PART ONE

WAR PERIOD
(1954-1975)

Documents and writings on the US War in Vietnam dur-
ing the period of 1954-1975. particularly those concerning
politics and military affairs, are in plenty, both in English and
Vietnamese. Though the writings on economics are not as
many as political and military documents, there have already
been some systematic and in-depth studies on this area such
as the book entitled “Twenty One Years of US Aid in
Vietham” by Dang Phong (Market and Price Research
Institute, Hanoi, 1991). “Foreign Aid, War, and Economic
Development: South Vietnam, 1955-1975” by Douglas C.
Dacy (University of Texas at Austin, 1986), the Ph.D. thesis
entitled “Development of Capitalism in the Economy of
South Vietnam” by Ph.D. Vo Van Sen (Social Science
Institute in Ho Chi Minh City, 1992). The availability of plen-
tiful resources is at the advantage of researchers; however,
since the information of these materials have been collected
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from different sources of data, they are naturally different.
and that boasts a lot of difficulties to the author who tries to
find reliable and consistent information. In order to overcome
such difficulties, the author of this study is trying to select the
data and information which would be, in our view. most reli-
able, consistent and systematic with an aim to ensure the
most objective analysis of the subject to be studied.

~J

Chapter 1

US ECONOMIC AID, TRADE
AND INVESTMENT TO SOUTH VIETNAM

The studies on the economic relations between the United
States and the Government of South Vietnam have so far con-
centrated mainly on aid, not much on trade and investment,
or whenever trade and investment were discussed, they were
usually overlooked. The reason may be the fact US trade with
and investments in South Vietnam during the wartime were
much smaller compared to aid. However, it would be a short-
coming if trade and Investments were not studied, because
the successes and failures of developing economies, particu-
larly those in the region of East and South East Asia, showed
that trade and investments rather than aid were the main
engines of their economic growth and industrialization. Aid,
by its linguistic meaning as well as in practice, only plays a
supplementary role, not the engine of growth and industrial-
ization. Large aid may help a government to get easy rev-
enues and to spend easily, it may also contribute to growth,
but not a sustainable growth, neither development, if there
had not been a strong expansion of trade and investment. In
this project, we are trying to study all of the three areas:
trade, investment and aid, with an aim to understand better



about their role and impacts on the economy of South
Vietnam during the period of 1954-1975, and what effects
they have left, both good and bad, for the later developments
of the reunified Vietnam.

I. ECONOMIC AID

1. Amount of aid and its process of provision

George C. Herring, Professor at the University of
Kentucky, estimated in his book, “America’s Longest War -
the United States and Vietnam, 1950-1975” (third edition,
1996) that the price tag of the US War in South Vietnam was
about $167 billion (Herring, p.304), in which the aid provid-
ed by the US Government to the South Vietnamese
Government from 1955 to 1975 was $25,302 million. This
amount was divided into two packages, the one for military
purposes was of $16,762 million, while the other for eco-
nomic purposes was of $8,540 million. The specific alloca-
tion of these packages is demonstrated in Table 1.

Table 1: US economic and military assistance to South
Vietnam by fiscal year, 1955-1975 ($ million)

Fiscal|  AID? PL 480 |SVN piaster Total Military Total
year subsidy | economic aid | assistance | assistance
1955 320.2 2.2 3224 3224
1956 195.7 14.3 210.0 176.5 386.5
1957 259.4 22.8 282.2 119.8 402.0
1958 179.4 9.6 189.0 79.3 268.3
1959 200.9 6.5 207.4 52.4 259.8
1960 170.6 1.3 181.8 727 2545
1961 140.5 11.5 152.0 71.0 223.0
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Fiscal] AID? PL 480 [SVN piaster Total Military Total
year subsidy | economic aid | assistance | assistance
1962 1241 31.9 156.0 237.2 393.2
1963 143.3 52.6 195.9 2759 471.8
1964 165.7 59.1 5.8 230.6 190.9 421.5
1965 225.0 49.9 15.4 290.3 318.6 608.9
1966 593.5 143.0 574 793.9 686.2 1,480.1
1967 4944 737 98.5 666.6 662.5 1,329.1
1968 398.2 138.5 114.4 651.1 1,.243.4 1,894.5
1969 3142 99.4 146.9 560.5 1,534.0 2,094.5
1970 365.9 110.8 178.7 655.4 1,577.3 2,232.7
1971 387.7 188.0 202.3 778.0 1,945.6 2,723.6
1972 386.8 67.8 133.1 587.7 2,602.6 3,190.3
1973 3133 188.3 29.5 531.2 3,349.4 3,880.6
1974 384.3 269.9 32 657.4 941.9 1,599.3
1975 191.3 49.6 240.9 625.1 866.0
Total | 5,954.4 1,600.7 985.2 8,540.3 16,762.3 | 253026

Source: Dacy, 1986, p.200

The table illustrates the aid provided under the US
Foreign Assistance Act which is officially considered as eco-
nomic aid. In addition to the aid provided under the Foreign
Assistance Act, the US Government also provided the Saigon
Administration with various amounts of military aid under
the Mutual Security Act which is much larger than economic
aid. Most of this kind of aid was used for the war and destruc-
tion purposes as feeding the army and the police, purchase of
weaponry, ammunition and military vehicles, spendings for
the matching and destruction campaigns and other military
activities. However, when economic aid is taken into consid-
eration, it was impossible to exclude one part of this military
aid which was used for the construction of the works that are
also useful, aside from military activities, for economic pur-
poses such as bridges, roads, airports, seaports... The figures



relating to this portion of aid were not fully collected as in the
case of economic aid, some of them were however also avail-
able. For example, road construction expenditures were $400
million as of January 1971, harbor and coastal improvements
performed out of US military funds cost about $166 million,
airfield construction costs $190 million... The sum of the
expenditures for these infrastructures was estimated by Dacy
at $1 billion. To include the aid of $23 million financed by
the Asian Development Bank, the $321 million of non-
American aid during the 1960-1972 period, the above portion
of nearly $1 billion US military aid which was related to eco-
nomic purposes, and the sum of $8,540 million of aid under
the US Foreign Assistance Act reflected above. the total eco-
nomic aid provided by the US Government to the
Government of South Vietnam during the period from 1954
to 1975 would amount to $10 billion (Dacy, p. 205).

The above amount of aid for Vietnam was much larger
than any other aid provided by the United States to a single
country or territory during the 30 years after the Second
World War, including the most friendly developing allies of
the United States like Israel, South Korea and Taiwan. From
the year of 1953 to 1975, the total foreign aid provided by the
United States was $144,064 million, out of which South
Vietnam, South Korea, Israel and Taiwan, the four countries
and territories most close to the United States received
$45,237 million. South Vietnam alone took $23 453 million.
more than a half of the aid to the four mentioned countries
and territories, or 1/6 of the total American aid to foreign
countries during this period. Out of the $23.453 million
received by the South Vietnamese Government in this peri-
od, $7,315 million was economic aid while $16,138 miliion
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was military aid. compared to the corresponding figures of
Israel as $1,221 million and $3.912 million, South Korea
$5.026 million and $6,391 million, and Taiwan $1,290 mil-
lion and $3,943 million (Dacy, p. 244-245). As far as the eco-
nomic aid alone is concerned, the South Vietnamese
Government received an amount much larger than those of
Taiwan, Israel and South Korea. However, the economy of
South Vietnam up to 1975 could not take off and still
remained as one of the poorest economies in the world with
its GDP per capita income of around $100, while that of the
other three countries and territories were already raised to
$2,000-3,000. The casc of the South Vietnamese economy
during the 1954-1975 period was a typical example of those
economies which could not develop even though they have
got large amount of foreign aid. including economic aid. The
reasons of this situation will be discussed more in detail in

the following parts.

US aid to the South Vietnam usually accounted for about
half of the total aid provided by the United States to South
East Asia and exceeded the amount provided to individual
countries like the Philippines ($1,982 million in the 1945-
1967 period), Thailand ($1,182 million), Indonesia ($983
million in the same period) and India ($9.3 billion in 1951-
1970). The amount of US aid-to South Vietnam became even
greater when comparing them to that for the African coun-
tries. In 25 years from 1946 to 1970, the total US aid to all
African countries were $4.9 billion, with an annual average .
of about over $200 million or equal to 1/5 of the annual aver-
age amount of aid provided by the US Government to tl.le
South Vietnamese Government. If the total amount of US aid
to Africa was to be divided to each African country, that
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amount for each African country became even much smaller

compared to the amount extended to the South Vietnamese
Government (Phong, D., p. 65).

US aid to the South Vietnamese Government was not
evenly distributed from period to period and tended to be
raised in accordance with the increasing tension of the war in
South Vietnam.

a) The period of reconstruction and resettlement,
1954-1960

This was the initial stage when the Americans had in prac-
tice replaced the French in South Vietnam following the sign-
ing of the Geneva Accord on Vietnam in 1954. Taking over
South Vietnam from the French, the US Government and the
pro-US Administration of President Ngo Dinh Diem in South
Vietnam had to manage a society and an economy which was
devastatingly ravaged by war since the French time.
Moreover, they had to receive about 900,000 people immi-
grated from the North in accordance with the Geneva Accord.
Building of a new administration, rehabilitation of a ravaged
society and resettlement of nearly one million immigrated
people from the North who the US and the Diem Regime
wanted to take advantage of were the top priorities of the US
and the Diem Administration at the time. To this end, one of
the key and indispensable tools for the US Government and
the Diem Administration was aid.

The total aid provided by the US Government to the Diem
Administration during the -1954-1960 period was $2 billion.
The amount of aid was high at the beginning years, then
slightly declined year after year, and the annual average was
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around $300 million a year (Phong, D., p. 31). Out of the
total amount of aid during this period, the annual average
economic aid was $220 million, equal to 22% of the GNP of
the then South Vietnam’s economy (Dacy, p. 3).

The aid of $93 million during this period was spent in the
first two years on resettlement, after that the resettlement aid
continued, but with a much smaller amount. Thanks to these
spendings on resettlement, the living conditions of the peo-
ple immigrated from the North to the South were stabilized
and improved, they then turned to be active supporters of the
Ngo Dinh Diem Administration. Most of the remaining aid
was used for the building of the administration machinery at
all levels and to import consumer goods with the aims not
only to stabilize the living conditions of the people but also
to create an artificial well-off society to gain the support of
the public. -

The situation of South Vietnam was relatively stable dur-
ing this period, the war was not wide spreading, the budget of
the Ngo Dinh Diem Administration was ensured by the
United States, some investments in industry were made,
some measures of the land reform which were in the interest
of a number of peasants were carried out, the growth of mar-
ket prices was not so high thanks to the substantial importa-
tion of consumer goods, foreign direct investments increased,
though not so fast, but doubled compared to the level
acquired during the five following years and was higher than
the level of all the years after that. Thanks to these favorable
conditions, the GDP of South Vietnam during the 1954-1960
period grew at the annual rate of 5% (Sen, p. 65). It was pos-
sible to say that during this period, the US Government and
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the Ngo Dinh Diem Administration had succeeded in realiz-
ing their intention of gaining the support of the people immi-
grated from the North and a portion of the population of the
South, constructing the administrative machinery, and tem-
porarily stabilizing the society and the economy. Only until
few years later, what they had done during this period
appeared to reveal their basic shortcomings, such as the
Administration which was not trusted by the US
Government, resulting in the coup d’etat, and an economy in
which growth was made without development and consump-
tion exceeded what they had produced. The concept of “a
consumption society” was since then defined for South
Vietnam, and also from thereon the South Vietnamese
Government became more and more dependent on the US
aid, they did not pay attention to the development of the
economy and gradually turned away from or ignored the
word “development” because of “the government’s lack of
interest in development” (Dacy, p. 6) while this was the core
of the rehabilitation and development process.

b) The period of the special war, 1961-1964

This was the second period since the replacement of the
French by the United States in South Vietnam, and the first of
the three-stage strategy of “active reaction” initiated by
General Maxwell Taylor in 1961 in which three levels of
reaction were defined, starting from the special to the partial
and then the intensive war.

Under the special war, the US Government increased its
aid to the South Vietnamese Government to implement the
programs of mobilizing the local inhabitants into the strate-
gic hamléts, to strengthen the Saigon Army and to consoli-
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date the administration system at all levels with an aim to
counter the ever stronger pressures of the liberation forces.
These programs required large expenditures mainly to serve
the political and military purposes, thus the increased amount
of aid was also mainly military aid which was raised from
$73 million in 1960 to $191 million in 1964, while econom-
ic aid fell from an average of $231 million a year in the pre-
vious six years to $159 million a year in 1961-1964 period
(Dacy, p. 8).

The US Government and the Saigon Administration used
these amounts of aid to raise the salary and bonuses to their
officials, to increase the number of troops from 223,000 in
1960 to 571,200 in 1965, to mobilize more and more young
and strong people into the army, to spend more money for the
purchase of ammunition and military equipments, to clear
out the hamlets and shepherd the people into suburban areas,
to set up more than 7,500 strategic hamlets in 1963 and to
implement the plan to establish more strategic hamlets in
order to resettle 10 million peasants in the South of Vietnam
into such hamlets, aiming to separate them from the libera-
tion forces under the policy of “plashing water to catch fish”,
leading to the situation in which the urban life turned to be
artificially well-off relying on American aid, while the coun-
tryside was deserted with agriculture deteriorating, prices
shot up, budget deficits became evermore serious (from 1 bil-
lion piasters in 1961 to 12 billion piasters in 1964), the local
currency (the piaster) devalued from 35 to 60 piasters against
a dollar, the land reform had to be cancelled, the economy
was on a downturn with the growth rate plummeting to 2.2%
a year, the living conditions of the people were badly aggra-
vated while the public was getting more and more unsatisfied
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with the Saigon Administration and the United States, the
political situation of South Vietnam dropped into a serious
crisis leading to the bloodshed collapse of the Ngo Dinh
Diem Administration under the bloody coup d’etat in
November, 1963 in which President Ngo Dinh Diem and his
brother were killed, following by five succeeding replace-
mients of government in South Vietnam until General Nguyen
Cao Ky became the Prime Minister in June, 1965. These new
administrations in Saigon and their armies were however not
stronger, instead they became even weaker than the time

when they were under the Ngo Dinh Diem Administration, .

meanwhile the liberation forces were getting stronger and
stronger and dominated the battlefield in South Vietnam.

Facing such difficulties, US economic aid to South Vietnam
not only fell, but also shifted its priority to an orientation other
than the economic development purpose, that is, to deviate its
emphasis from the economic development and reconstruction
to the stabilizing campaigns or, in other words, to serve the war
(AID, 1976, pt. A, pp. 10-11). This means that economic aid
was used as a tool to support the military activities, and where
would this lead the economy of South Vietnam? The concrete
results of this pattern of using economic aid will be discussed
in the following parts of this study, but right from now we may
easily imagine that such a result would certainly not be an
economy which was normally developed.

“¢) The period of local war, 1965-1968

“The Special War” conducted by the Saigon
Administration and its army under the command and assis-
tance of the US Government failed. The United States had to
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move to the second stage of the active reaction strategy, the
“Local War,” under which the US Government directly inter-
vened into the war and sent its troops to fight the war. This
stage started from March, 1965, when the first US Marines
stepped on the soil of South Vietnam to the General Uprising
and Attack by the people and the army of the liberation forces
of South Vietnam during the Tet Festival of the year of 1968
which confirmed that the US Army no matter how large or
crowded they were would not be able to convert the situation
of the battlefield in South Vietnam.

During the previous two stages (the reconstruction and
resettlement of 1954-1960, and the special war of 1961-
1964), the United States did not get involved directly into the
war, they only sent their advisors, both civilian and military,
to South Vietnam. Despite the fact that American advisors
were present at and influenced almost all the areas, ministries
and local administrative bodies of South Vietnam such as
legislation, justice, administration, diplomacy, economy,
finance, currency, trade, transportation, communication, land
reform, prison construction, army, intelligence service,
police, and others. The number of ~American advisors
amounted up to just 3,000 people in.1962, whereas to the
new stage of the partial war, the number of US troops dis-
patched to South Vietnam increased very fast and in a mas-
sive manner from 23,000 in 1964 to 543,000 in April, 1969 -
nearly a half of the total 1.3 million American soldiers based
outside of the United States. Moreover, the US Government
and the Saigon Administration intensified their efforts to
force as many as possible the young people of South Vietnam
to join the Saigon Army, hence doubled this army to around
I million strong, not yet to mention of the security forces, the
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civilian guards and about 60,000 mercenaries from US allies.
The fact that such a huge army concentrated on a small terri-
tory which was half of the Earth far away from the United
States and with an area smaller than half of that of a State of
the United States and a population of less than 10 million
people illustrated the maximum concentration of forces by
the United States that no other limits could be passed ever.
These limits of the United States were not only analyzed by
some Vietnamese scholars as the late Prof. Dao Van Tap in
his book entitled “The Vietnam War and the American
Economy,” but also recognized by a number of American
officials and scholars such as the former US Foreign Minister
Henry Kissinger and Prof. George Herring. Henry Kissinger
wrote, “In the cauldron of Vietnam, America was to learn that
there are limits... that victory in Vietnam - or even a favorable
settlement - may simply be beyond the grasp of the world’s
greatest power... In the Vietnam period, America was obliged
to come to grips with its limits. For most of its history,
America’s exceptionalism had proclaimed a moral superiori-
ty which was backed by the nation’s material abundance. But
in Vietnam, America found itself involved in a war which
became morally ambiguous, and in which America’s materi-
al superiority was largely irrelevant” (Kissinger, pp. 658,
672, 700). George Herring recognized the same limits as he
wrote, “... the key lessons were that American power had dis-
tinct limits... In Vietnam, such tasks ultimately proved
beyond the ability of the United States... Vietnam offers... an
enduring testament to the pitfalls of interventionism and the
limits of power” of the United States (Herring, pp. 310, 314).

Coupled with the expansion of the arm forces was the rise
in the war expenditures and aid. The war expenditures dur-
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ing this period soared up to over $100 billion, with a sharp
rise from $600 million in 1964 to $4.6 billion in 1965, $25
billion in 1966, $26 billion in 1967, $27 billion in 1968, and
$29 bitlion in 1969. At the peak time of the war as in 1968,
the costs of the war amounted to $77 million a day, thus the
spendings of just ten days for the war were equal to the total
amount of economic aid provided by the US Government to
the Saigon Administration during the whole year (Phong, D.,
p. 46-47).

Along with the huge expenditures for the war, the United
States raised its aid to the Saigon Government to about $1.5
billion a year, out of which economic aid was of $700 million
a year, particularly in the year of 1966 economic aid rose to
$800 million. This amount of economic aid was really large
and would have been very useful to the economy of South
Vietnam if it had been invested into long-term developments,
but regretfully it was, due to the war, spent mostly on the
importation of consumer goods and food to meet the require-
ments of the war and to support the budget of the Government
of South Vietnam to feed its huge administrative machine and
army. In addition to the goods imported out of economic aid,
a substantial amount of goods was imported out of the mili-
tary aid and US war expenditures through such channels as
“logistics” goods, PX (Post Exchange) canteens and others.
The flooding of imported consumer goods boosted, on the
one hand, the consumption society with strong demands, cre-
ated a busy market of buyers and sellers, a booming market of
all kinds of services with the fast growth of restaurants,
hotels, banks, night clubs, a number of industries and con-
struction in the service of the daily requirements of the war
including electricity, water supply, soft drink, cigarettes, becr,
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alcohol... while on the other hand, suffocated many local
industries which had low productivity and low rates of profit
or were unable to compete with imported goods. even though
those industries were very essential and critical to millions of
people who made their living in agriculture and many small
and handicraft industries.

The massive penetration of the US Army and the rapid
increase of the Saigon Army, the flooding of imported goods,
the high growth of money supply (at an annual average of 68%
per year) to pay the salaries of the Saigon Government’s
employees and armymen and to provide the spendings of
American soldiers and personnel in South Vietnam, the fast
developments of trade, services, banking and other war-related
industries, particularly the expansion of the black market,
smuggling, speculation and other matters. all those problems
together with the explosion of the war resulted in the great
mess of disturbances in the society and the economy of South
Vietnam and the uncontrollable hyperinflation. Just half a year
after the commencement of the local war or “the grand war”,
in Dacy’s words (p. 9), inflation rose from an average rate of
4% per year during the period previous to 1965 to 20% and
tended to pick up at a galloping speed. Facing such a situation,
the United States had to raise its aid to cover the budget deficits
of the Saigon Government due to their overspendings while
their tax revenues fell to 7% of GNP, and to balance the high
growth of cash due to the fast increase of money supply.
Inflation control was the top priority in then economic agenda
of the Government of South Vietnam during this period. For
this reason, the focus of US economic aid was obliged to
change and turned to inflation control; it no longer concentrat-
ed on the task of reconstruction as it had been during the ini-
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tial stage, nor on the pacification campaign since this cam-
paign was taken over by the US Military Assistance Command
Vietnam (MACV). Two of the important measures taken the
Government of South Vietnam during this period were the
devaluation of the piaster aiming to control inflation and to
reverse the declining trend of export, and the raising of rev-
enues for the budget of the Saigon Administration through the
“price compensation fund”. Under the devaluation policy, the
official exchange rate of the Saigon’s piaster fell from
VNP72/USS$1 to VNP118/USS! starting from July 1966. These
measures were able to help limit the galloping rates of inflation
which were running at hundreds of percents, but could not help
get rid of the high rates of 63% a year (Sen, p. 065).

The agricultural development of South Vietnam during
this period suffered a serious setback, leading South Vietnam
from a traditional rice exporter, which exported 323.000 tons
of paddy in 1963 alone. to a regular rice importer with
776,000 tons of rice imported in 1967. Under such circum-
stance. the United States decided not only to involve directly
into the war, but also to take over from the Saigon
Administration the role of carrying out the pacification cam-
paign in connection with the agricultural and rural develop-
ment. Hence the pacification program was formally handed
over to the US Military Assistance Command Vietnam
(MACV) in May, 1967. To carry out its new tasks, the
MACYV not only built the strategic hamlets and shepherded
the people into those hamlets, but also introduced new
seedlings and technologies into agricuitural production,
opened schools and healthcare stations in rural areas, and
taught new cultivation methods and techniques to the peas-
ants... These measures had developed a new period of active
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and dynamic agricultural development in South Vietnam,
leading to the growth of productivity in those areas where
new seedlings and new technologies, chemical fertilizer and
insecticide were introduced, limiting the downturn of agri-
cultural production. However, they were unable to make an
upturn in agricultural development, the production of rice in
South Vietnam had therefore continued to decline with a drop
of 20% during the period from 1964 to 1968.

Benefited from US aid, war expenditures and the massive
imports of consumer goods, some people, particularly
importers. Government officials, the Army’s officers, mer-
chants, bankers, and dealers of war disposals (including alu-
minum, bronze, steel taken from wasted ammunition, tanks,
artillery, vehicles, and other military equipment) had made a
good fortune, they became rich and manipulated the market.
While at the other extreme, the majority of rural people fell
into miserable conditions, millions of them lost their homes
and land, and had to leave for the cities to get their living,
they stayed in urban slums and did whatever they could to
make ends meet. The then society of South Vietnam was
strongly divided by two extremes of the rich and the poor.

d) The period of Vietnamization of the war, 1969-1975

This was the new shift of the United States after the attack
at the Tet (the Lunar New Year) of 1968 by the Liberation
Army and their civilian forces which marked the failure of
the local war with the maximum involvement of the US
Army. The “Vietnamization of the war” was the most impor-
tant test of the Nixon doctrine - a theory that aimed to lessen
the burden of the United States through the “sharing of
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responsibilities” to the allies of the United States by which
US allies would be self-responsible for the on-spot security
with the material and financial assistances provided by the
United States, without the direct involvement by the US
Army in the war. The Vietnamization of the war in South
Vietnam was aimed to gradually transfer the burden of the
war to the Saigon Army so that the US Army would be able
to withdraw from South Vietnam, and to compensate for that
the United States increased its aid to the Government of
South Vietnam to strengthen its army, to overcome the eco-
nomic difficulties, to stabilize the society, to ensure its secu-
rity, and to guarantee the existence of the Saigon Regime
within the US orbit. The US Army stepped out from land
operation, but continued to support the Saigon Army through
their air and naval operations. The Vietnamization of the war
was then developed into two distinct periods which were
characterized by intensification and fading away.

d.1. The period of intensification

In order to implement the new strategy of
“Vietnamization of the war,” the United States rapidly
increased its aid, both economically and militarily, to the
Saigon Government. The amount of aid was raised from $2.1
billion in 1969 to $2.2 billion in 1970, $2.7 billion in 1971,
$3.2 billion in 1972, then to a record of $3.9 billion in 1973.
The accumulated amount of aid during the five years from
1969 to 1973 was $14 billion, out of which over $3 billions
were economic aid. On the average, each year the US
Government provided $3 billions of aid to the Saigon
Administration, in which economic aid was $600 million
(Dacy, p. 200).
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The Nguyen Van Thieu Administration used this huge
amount of aid first of all to build up and consolidate the mil-
itary machine. The permanent number of the Saigon Army
was raised to 1.1 million, not yet to mention of the 120,000
policemen, 30,000 pacification members, and 4 million mili-
tia among whom 600,000 were armed. This showed that a
large part of the labor force of 17 million people of South
Vietnam at that time were recruited for the military purpose,
leaving the rest of old people, women and the children to
serve the economic development.

A substantial amount of US aid used by the Nguyen Van
Thieu Administration was not for the purpose of economic
development and the improvement and stabilization of the
living conditions of the poor, instead it was used for the pur-
pose of “propertizing officials and armymen,” that is, to give
loans to military officers and soldiers to do business, to raise
the salaries of Government officials and employees. As a
result of this, the base salary of a regular armyman was
picked up by ten times in ten years, from 1,770 piasters in
1964 to 10,200 piasters in 1974. Moreover, the Nguyen Van
Thieu Government used a large part of the $400 million of
aid and national budget allocated for the land reform to pur-
chase land from landlords to provide free of charge to their
officers and soldiers. Under this scheme, the generals were
granted 30 hectares each, colonels 5 to 6 hectares, captains 3
to 4 hectares, and soldiers from 1 to 3 hectares.
Implementing the policy of “propefrtizing armymen”, the US
and the Nguyen Van Thieu Governments crcated many
favorable opportunities for the Saigon Army officers and
their families to do business and become rich. Up to the year
of 1975, about over 1/3 of the 42,300 bourgeois in the South
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of Vietnam were the officials of the Saigon Army (Phong, D.,
p. 53). The policy satisfied the officials of the Saigon
Administration and the officers of the Saigon Army, but lost
the confidence of the people.

The US and the Nguyen Van Thieu Governments had
however not been able to use all of the aid to enrich their offi-
cials and officers. They were, in face of the extremely eco-
nomic and social difficulties, obliged to spend some part of
the aid for the reconstruction and development of the econo-
my. From the time of the Ngo Dinh Diem Administration to
the period of the “Vietnamization of the war,” the United
States had several times attempted to reform the South
Vietnam’s economy following the free market orientation,
but they realized that those reforms had been rejected repeat-
edly by the “old leadership,” so this time in order to ensure
the reforms to be implemented, they first tried to make a *
change in economic leadership”, hence the new leaders were
selected among the American-trained professionals with
high regard for the merits of a free enterprise system (AID
1976, quoted by Dacy, p. 13). With these new, energetic,
young and well and modernly trained economists involving
in the management, the Nguyen Van Thieu Administration
had carried out some bold reforms in some areas which had
previously not been tackled or not fully done such as the
financial and monetary reforms, the industrial development,
and the land reform.

As far as the financial and monetary reform is concerned,
the Nguyen Van Thieu Administration replaced the fixed
exchange rate system in which the rate at the time was of
VNP118/US$1 by the floating regime under which the cur-
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rent exchange rates were about VNP400 or VNP410 to
USS$1, increased the bank interest rates, implemented the
“austerity tax policy”, raised the import taxes with an aim to
reduce the “high rent-seeking” of the importers, adjusted tar-
iffs, charged higher taxes on sugar and flour, and reduced the
price subsidies for gasoline and rice...

The Nguyen Van Thieu Administration also spent a sig-
nificant amount of aid to invest in industries. During the peri-
od of reconstruction under the Ngo Dinh Diem
Administration, industrial investments were stressed; then
the aid for the development of this area was gradually shift-
ed to the pacification programs. The Government paid little
attention to economic development in general as well as to
industrial growth in particular. Some processing industries
were developed, however, but they were mainly the results of
the efforts made by private businessmen who took advantage
of the high profits acquired from the processing of war dis-
posals. Under the Nguyen Van Thieu Administartion, invest-
ments for industries were raised, leading to the growth of the
industrial indexes from 1954 which reached its peak of 251
points in 1971 (the base was 100 in 1962). During this peri-
od, a number of large and modern factories were set up.
Industrial investments in the two years of 1972 and 1973
alone were equal to the total industrial investments of the

previous ten years (Sen, p. 060).

The Nguyen Van Thieu Administration had better advan-
tages compared to the Ngo Dinh Diem Administration con-
cerning the land reform thanks to the large amount of US aid
which they would use, as mentioned earlier, to purchase land
to provide free of charge to their officials, soldiers and peas-
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ants, whereas under the Ngo Dinh Diem Regime these peo-
ple had to purchase land whenever they needed.
Implementing this policy, 1.2 million hectares of land had
been granted to nearly one million farmers, military officers
and soldiers up to the beginning of 1975 (Dacy, p. 15).

These measures together with a large amount of US aid
though could not help to overcome the severe economic
hardship, to reduce corruption, speculation, rent-seeking
and black-market manipulation, to lessen the increasing
budget deficits due to large overspendings (which was at
228 billion piasters in 1973) (Sen, p. 066), they did in fact
succeed in part to curb the inflation, to raise the rice pro-
duction from 4.4 million tons in 1968 to 6.1 million tons in
1971, to increase the net domestic product by 28% during
the same period, hence bringing the economy to “the most
productive and promising period in South Vietnam’s history”
(Dacy, p. 15).

d.2. The period of fading-away

Right after 1973, US aid to the Saigon Administration
started to decline, in 1974 it dropped by a half to $1.6 billion,
then to $866 million in 1975. This was the time that the
United States found itself unable to continue the war which,
as discussed earlier, exceeded many of its “limitations,” such
as being too long a time, too costly in economic term, too big
a loss in military term, too frustrating and tired spiritually. It
was not only on the street that the American people protested
against the war, but also in the Congress the majority no
longer supported the war and asked for the cessation of the
war and the cut of aid to the Nguyen Van Thieu
Administration. The Americans by this time “themselves
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were in ‘desperate financial straits’, they saw no reason to
sacrifice for a government that was ‘not only corrupt but
grossly wasteful and inefficient’ ... [The Americans were] ‘all
tired of it’... [and were] ‘sick to death of it’...” Senator
Edward Kennedy insisted that it was time to terminate
America’s “‘endless support for an endless war” (Herring, p.
293, 295).

It was not until the reduction of half of the US aid in 1974
compared to the previous year that the economy of South
Vietnam fell into depression, the signs of the depression
already appeared since the years of 1971-1973 when aid was
still at its height. The main reason for this was the with-
drawal of the US Army since 1969 which resulted in the
reduction of a substantial amount of US war expenditures in
South Vietnam, the decline of many industries and services
which used to serve the US Army and the loss of a large
number of jobs of Vietnamese who used to work at US agen-
cies and military bases in South Vietnam. The money uti-
lized to support the budget of the Saigon Administration
through the purchase of the local currency for the spendings
of the US Army decreased from $403 million in 1971 to
$213 million in 1972, then $100 million in 1973 and 1974
respectively. Import subsidies also fell from an annual aver-
age of $660 million during the period of 1966-1971 to $616
million during 1972-1974. The number of jobs of the
Vietnamese who worked at US agencies and military bases
was reduced by 150,000, while about 300,000 of indirect
jobs were also lost (AID 1976, pt. A, pp. 110, 118, Tables 1
& 2). To include all the other members in the families of
those people who lost their jobs, the total number of people
who were affected by the loss of their incomes from the
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work for the Americans was around 750,000 people. As of
September 1973, the number of unemployment people rose
to 2 million, 50% of which lived in the Saigon Area, the
number of beggars almost doubled during this period, the
purchasing power dropped by 50%, prices increased by hun-
dreds of percents. Comparing the prices of 1973 to those of
1972, rice prices increased 100%, sugar 165%, petrol price
almost tripled, gasoline by 6 times, fertilizer, cement and
fibers prices increased from 100 to 200%. In addition, taxes
were raised from VNP69 billions in 1969 to VNP100 bil-
lions in 1970, and VNP170 billions in 1971 (Phong, D., p.
57) to cover the budget deficits which was as high as
VNP228 billion in 1973 (Sen, p. 066). These factors have
made the current difficulties to be more severe and led to the
crisis and collapse during the last one year and four months
of the war when the United States sharply cut its aid, the
main reinforcement of the economy of South Vietnam.

This confirms the accuracy of the judgement by Douglas
Dacy that the economy of South Vietnam during the period
of the US War in Vietnam (1954-1975) was an “aid econo-
my” (Dacy, p. 20-21), i.e. the economy grew when aid was
available, the more aid was provided the faster the economy
grew, and the growth petered out when aid was cut.

2. Objectives and uses of aid

a) Objectives

As it was analyzed earlier, the more the war was getting
fiercer and the deeper the United States was getting entangled
into the war, the more the economic and military aid was
poured in. And in contrast, when the United States wanted to
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drop out and stop the war, its aid was gradually cut until it
came to an end. This showed that economic aid was not sim-
ply for the economic purpose, instead it was first of all for the
military and political ends, while the economic objective was
just the by-product of the US economic aid.

Studying the history of US aid to the Southeast Asian
nations, Russell H. Fifield wrote in 1963 that “American eco-
nomic assistance to the countries of Southeast Asia antedates
the Sino-Soviet bloc offensive by several years... The basic
objective of American economic aid in the less developed
countries, like those of Southeast Asia, is to help as many of
them as possible in the shortest feasible time to develop their
economies so that they can reach the stage of self-sustained
growth... Under this broad objective US economic aid in
Southeast Asia has a potential for shaping the contours of a
traditional society... Under this basic concept of US econom-
ic assistance two highly significant by-products emerge,
often being considered themselves the main objectives. The
first by-product, the prevention of the expansion of commu-
nism in Southeast Asia, is clearly a matter of great impor-
tance... Another by-product of the basic rationale in
American aid to Southeast Asia is the clear-cut desire to
increase political stability by means of reinforcing econormic
growth...” (Fifield, pp. 261-263).

M. Donald, Director of the US Aid Mission to Vietnam,
reported to the Committee of Foreign Affairs of the US
Senate that “Vietnam’s requirement of a large non-military
aid is aimed to maintain the logistics system including
bridges, roads, airports, seaports needed for the war and to
help a small economy to shoulder a big defense budget.”
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(quoted from Dang Phong, p.179, and retranslated from
Vietnamese).

As it was analyzed by Douglas Dacy, in its Terminal
Report which was completed in 1976, a year after the war
ended, the US AID Mission to South Vietnam revealed that
US economic aid was used as “one means by which the
United States attempted to achieve a military-geopolitical
goal, that of keeping the country in the Western sphere of
influence” (Dacy, p. 22). Senator E. Kennedy criticized that
“the money which should have been used to water a conti-
nent or to build a hospital was spent to force the people to
accept a general or a rotten regime which lost their confi-
dence. Our economic aid was not oriented to where it was
most needed and where there was the strongest capacity of
development, it was instead directed toward the areas where
there were the greatest threats of communism. Our aid budg-
et to Vietnam is higher than the total accumulated amount of
aid extended to Latin American countries...” (quoted by
Phong, D., p. 179-180, retranslated from Vietnamese).

The political and military objectives of US economic aid
were thus clear. We may now turn to discuss about the eco-
nomic purpose of the aid provided by the United States to the
South Vietnamese Government. According to Douglas Dacy,
it was because of the high concerns for the political and mil-
itary objectives of the US economic aid to the South
Vietmamese Government, the development of the economy
which should have been the main target of the economic aid
was thus turned to be a secondary objective, or “a spillover
effect” of the economic aid (Dacy, p. 22).

US economic aid was, as quoted earlier, on the one hand
aimed in theory to support the less developed countries to
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reach “the stage of self-sustained growth”. On the other
hand, as a leading American economist, Mr. Eugene R.
Black, the former President of the World Bank, disclosed,
US aid would help US enterprises to obtain “three main
interests”:

e Creation of stable and direct markets for American
goods and services;

¢ Promotion of new overseas markets for US companies;

* Orientation of the economies of the aid recipient coun-

tries into a free enterprise system where US companies
could be able to enrich themselves (Phong, D., p. 12).

Since US economic aid to South Vietnam was used too
much for its political and military purposes, the above eco-
nomic objectives did not have time to be realized. Through
the 20 years of the US War in Vietnam, US economic aid to
the Saigon Government was used for various programs such
as rehabilitation, resettlement, inflation control, pacification,
and/or economic stabilization, depending on the concrete sit-
uation of each period. These programs or aims were very
important for the easing or solution of the economic difficul-
ties at the time, but they did not help much in the realization
of the objectives for long-term economic development.

b) Patterns and uses of aid

The United States is a developed industrial country where
economic programs, including aid, are often strictly imple-
mented in accordance with the set-out categories. These cat-
egories may be continued or changed depending on provi-
sions promulgated by the US Congress. There have been in
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the history of US aid to foreign countries two programs of aid
which governed and/or influenced almost all of the US activ-
ities in providing aid throughout the world, they include the
Mutual Security Program (MSP) which was passed and
implemented from the end of the Second World War to 1961,
and the Act for International Development which was passed
by the US Congress and put into practice since August 1961
to date (Fifield, pp. 266-274).

Under the Mutual Security Program, US economic aid
was conducted through six following categories:

- The Defense Support was a kind of economic aid close-
ly linked to military activities, but not included in the
military aid budget. This kind of aid was provided to
countries which signed military agreements with the
United States to enable them to maintain a relatively
large military apparatus without negative effects on the
political and economic stability of that country. Those
countries and territories in South East Asia which
received this kind of aid were the Philippines, Thailand
and South Vietnam.

- The Special Assistance was the aid provided to countries
which did not receive US defense assistance, but
requested the United States to provide economic aid in
special cases to help them to protect the “freedom and
stability” of their society. Burma (now Myanmar) was
the Southeast Asian nation that received this kind of
assistance in 1961.

- The Technical Assistance was aimed to help the aid
recipient countries to enhance their technical capacities.
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This kind of aid was announced by President Truman
and put into practice since 1949. Indonesia, Thailand,
the Philippines and South Vietnam were the countries
and territories which received this assistance.

- The Development Loan Fund began its operation since
1957 with the purpose of providing developing coun-
tries with the loans that were not financed by the World
Bank or private companies, such as the loans provided
to build roads in Malaysia.

- The Contingency Fund was the loans aimed at the pre-
vention of possible contingencies such as the loans to
protect a country from crisis (the fight against commu-
nist attacks) in Laos in 1959.

- Miscellaneous Programs were a part of the aid pro-
grams, they consisted of separate loans with different
purposes, for example the anti-malaria loans, or loans
for purchasing nuclear study equipments and others.

Apart from the above six economic aid categories under
the Mutual Security Program, the United States also provid-
ed loans as aid during this period through the Import and
Export Bank to Southeast Asian countries to enable them to

purchase US grain and other food under the Agricultural -

Trade Development and Assistance Program or US Public
Law 480. This Program was initially set up to help US com-
panies to export the extra grain and food which was not able
to be sold in the US domestic market, then it was developed
into an economic assistance program, “a valuable instru-
ment of foreign economic policy” of the US Government
(Fifield, p. 267).
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During the period of the implementation of the Mutual
Security Program from the fiscal year 1955 to 1959 the
United States Government had provided the Southeast Asian
countries with an amount of economic aid of $3,490 million
(US official figures), of which the assistance provided to the
Saigon Administration accounted for nearly a half and
equaled to $1,216 million (Fifield, p. 267-268).

In August 1961, the US Congress passed a new law called
the Act for International Development. Since then the US
Government replaced the MSP by this new Act and started to
implement economic aid programs in accordance with this
Act, put an end to the period of aid provision under the for-
mer Mutual Security Program. However, this did not mean
that the US had completely abolished the Mutual Security
Program. In fact, it continued to carry out several of the old
categories, of course with adjustments and amendments to fit
the new Act and the new situation.

In order to execute the requests of the US President, the
aid programs under the new Act paid greater attention to the
long-term categories while reduced short-term aid which was
provided on a yearly basis. The main categories of the assis-
tance provided under the new Act for International
Development included:

- Development Loans: This category consisted of projects
with large capital which were fully or in part exempted
from interest rates and were obliged to pay in US dollars
within a period of 50 years.

- Development Grants: The major part of this category
was used for the development of human resources
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through educational and technical assistance schemes,
and in some cases it was used for the development of
transportation and communication as well as the build-
ing of ports and roads.-

- Development Research was the assistance provided to
study and find proper instruments, measures and tech-
niques for a better and more effective use of aid to
enable policy makers to have better choices.

- Supporting Assistance was aimed to meet political and
strategic requirements such as supporting defense oper-
ations, maintaining US military bases and ensuring eco-
nomic conditions in order to prevent adverse effects on
the US interests. A large amount of this kind of aid was
used to import consumer goods.

- The Contingency Fund was aimed, as mentioned earlier,
to solve unexpected matters..

- - International Organizations was the assistance that the
United States provided through the United Nations system
and some other regional and international organizations.

- Food for Peace was the aid initially and mainly used by
the US Government, as it was discussed earlier, to sell
US extra food to foreign countries. To the 1960s, this
Program became more important when the United
States started to use it as a part of the implementation of
the “Decade of Development,” under which the US
Government not only stressed-on the sale of their extra
food as they had often done, but also paid attention to
the support of US private companies in their research
and investment in agricultural and food production in
the aid recipient countries. -
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- The Peace Corps of American Volunteers was also
included in the list of US economic aid categories. This
Corps was entitled to use a part of the US economic aid.
It was organized as an agency in the US Department of
State which was managed by an Assistant Secretary. The
members of the Peace Corps were sent to developing
countries under many different forms to execute differ-
ent duties. The Peace Corps was appreciated as “a valu-
able human element in the Decade of Development”
(Fifield, p. 269). In the Southeast Asian Region, the
Peace Corps of American Volunteers were present in
countries and territories such as the Philippines,
Indonesia, Thailand, Malaysia and South Vietnam.

To carry out the Act for International Development, US
Government established the US Agency for International
Development (US AID) to replace the former International
Cooperation Administration in the management of US eco-
nomic aid programs. US AID was set up as an agency of the
US Department of State in which a Deputy Secretary of State
was an administrator. USAID had its offices in such regions as
the Far East, South Asia, Africa, Europe, and Latin America.
US AID and the US Department of State did not run the mili-
tary aid programs because, as it is stipulated in the Intemnational
Peace and Security Act, these aid programs were assigned to
the US Department of Defense to manage. However, in its
operationythe US State Department and US AID gave their
direction and supervision on the military programs.

In South Vietnam, the United States established a US AID
Agency to manage US economic aid provided to the South
Vietnamese Government. The aforesaid categories of US aid
were not all applied in South Vietnam. The US economic aid to
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the Saigon Administration was distributed under four cate-
gories: 1- The Commercial Import Program; 2- The Food for
Peace; 3- The Project Aid Program; and 4- Other Aid Programs
which included the Piaster Subsidy Assistance and Loans
(Table 2). Beside economic aid, the United States also provid-
ed some economical-related war expenditures and military aid
which were not under the control of the US AID Agency, but
had certain impacts on the economy of South Vietnam.

Table 2: US economic aid to South Vietnam by program by
fiscal year, 1955-1975

Year AD PL 480

Total cip Project Aid | Other Total Title | Other
1955 | 3202 253.7 70 59.5 22 22
1956 | 1957 174.7 239 -2.9 14.3 14.3
1957 | 2594 210.9 489 04 228 228
1958 | 1794 151.9 298 2.3 96 44 52
1959 1 200.9 146.4 429 116 6.5 6.5
1960 | 170.5 135.6 298 5.1 1.3 5.0 6.3
1961 140.5 111.2 11.8 175 115 70 45
1962 | 1241 94.1 16.8 13.2 319 26.8 5.1
1963 | 1433 95.0 14.3 340 526 23.7 289
1964 | 165.7 113.0 14.6 38.1 59.1 43 248
19651 225.0 150.0 237 513 49.9 414 85
1966 | 593.5 399.3 824 111.8 143.0 98.2 44.8
1967 | 4944 160.0 3212 132 73.7 733 04
1968 | 398.2 160.1 232.1 6.0 138.5 96.6 41.9
1969 | 3142 130.0 169.1 151 994 6038 38.6
1970 | 365.9 238.5 122.7 47 110.8 756 352
19711 3877 281.0 103.1 36 188.0 164.9 2341
1972 | 3868 313.0 738 678 62.5 53
1973 3134 226.2 87.2 188.3 179.0 93
1974 { 3843 3329 514 269.9 268.9 1.0
19757 1913 143.2 48.1 496 457 3.9
Tolal | 59544 | 4.020.7 1.554.6 3791 | 16007 § 12671 330.6

Sourre. Dacy, p. 209

34

Each of these aid programs was deliberately analyzed by
Prof. Dang Phong in his book entitled “Twenty One Years of
US Aid in Vietnam.” We are not going to discuss these pro-
grams again in this study. What we would want to do here is
to place some more stress on a few points concerning the
extent, content, characteristics and forms of the allocation of
each category as well as the total amount of aid with an aim
to help clarify the impacts of US aid on the economy of South
Vietnam to be studied in the next section.

The first is the Commercial Import Program which, as
presented in Table 2, accounted for over half of the total US
economic aid to South Vietnam during the period of 1955-
1975 basing on fiscal years ($4,020 million compared to the
total economic aid of $7,555 million). Out of the amount of
CIP aid, 90% was used to purchase US goods, whereas only
10% was allowed to import goods from several pro-
American countries and territories which actively supported
the US War in South Vietnam. The CIP was also called with
two other names: the Commodity Import Program or the
Defense Support Program. These two names clearly reflected
the content and the characteristics of this single largest US
economic aid category to South Vietnam: It was firstly used
to import consumer goods which created a consumptive
lifestyle in an underdeveloped society characterized by a
backward agrarian economy where production had not been
able to afford high demand. Secondly, these goods together
with other kinds of economic aid was used to entice the offi-
cials of the former Saigon Administration and a small num-
ber of people who follow them in order to temporally stabi-
lize the society, or as it was noticed by Dacy, “... it was obvi-
ous that the dominating motive was to ‘buy something... such
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as the political support” to serve the US military operations
(Dacy, pp. 192-193).

The second largest US economic aid program to South
Vietnam during that period was the “Food for Peace” or the
“Food Aid,” as it was often called. The total amount of aid
provided under this Program was $1,600 million during the
fiscal years from 1955 to 1975. This aid was divided into
three titles. The Title I which accounted for four fifths (or
$1,267 million) of the total was used mainly to import agri-
cultural products such as rice, dairy, wheat, wheat flour, cot-
ton and tobacco. The patiern of aid under this Title was sim-
ilar to that of the Commercial Import Program: the United
States did not finance the aid in cash, it instead converted the
money into commodities and provided these commodities
through the Vietnamese importers who sold these commodi-
ties in the South Vietnamese market for piasters, then paid
that money in South Vietnam’s piasters to the Counterpart
Funds under the official exchange rates which were often a
half or one thirds lower than the real rates in the market. Most
of the money of the Counterpart Funds were then transferred
to the budget of the Saigon Administration. The importers
benefited mainly from the differences in the exchange rates
and the prices of goods in the market. The Title II was called
the “Emergency Aid” whose cumulated amount was of over
$100 million up to 1975. This kind of aid was provided under
special circumstances such as the immigration of people
from the North to the South, the people who faced serious
losses in the war-devastated regions, who were gathered into
strategic hamlets, who fled from rural and war areas into the
cities, or who were damaged by natural disasters... The Title
III was the “Humanitartan Aid” which totaled over $100 mil-
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lion and was provided to charity organizations and public
associations the majority of which were religious organiza-
tions. The total amount of the two titles II and I1I (of the other
category) was of $330 million, accounting for one fifths of
the total Agricultural Product Aid or Food Aid (Table 2).
Considering the nature of the aid, both the Commercial
Import Program and the Agricultural Product Aid were simi-
lar in the way that they both provided consumer goods and
that up to four fifths of the total Agricultural Product Aid
(Title I) was also of the commercial nature. As far as the con-
tent of these two kinds of goods was concerned, they were
different: while the former was industrial consumer goods,
the latter was agricultural products or, to be more precise,
simply food. Another difference was that one fifths out of the
Food Aid (Title II and III) was used as relief and humanitar-
ian assistances, and not for the commercial purpose.

The third major economic aid was the Project Aid which
was worth of $1,554 million, nearly equal to the Agricultural
Product Aid. This type of aid was not provided through the
Counterpart Funds, nor used to supplement budget of the
Saigon Administration, nor to import consumer goods for the
resale purpose like that of the Commercial Importing Aid. It
was instead provided directly to the concrete projects of
almost all the industries and sectors of the economy and the
social and political life, including even some areas relating to
security and military activities. There are differences among
scholars concerning the classification of these projects.
Basing on the available figures, we found following areas
that received the largest amounts of the Project Aid: 1) The
infrastructures, including transportation, electricity supply,
water supply, telecommunication, bridges, ports and airports,
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(covered over one third of the total Project Aid); 2) The area
of social development, sometimes called “national construc-
tion” (accounted for nearly one third of the total Project Aid),
which focused on such activities as land reform, rural devel-
opment, establishment of strategic hamlets, setting-up of
unions and mass associations, and “open-arms” or soldiers
recalling units; 3) Projects on culture, education and health
care (accounted for about 20% of the total Project Aid);
4) Projects concerning administration which included proj-
ects on security and military activities such as the supply of
equipment for polices and “‘phoenix” forces, or building of
prisons (made up over 10% of the total Project Aid); and
5) Technical assistance, or “‘more exactly” as Dacy remarked,
was the expenses to feed “the very large AID establishment
in Vietnam... over 2,000 people associated with the AID mis-
sion in the 1967-70 period. Technicians representing almost
every imaginable activity were present or on call to Vietnam.
Agricultural specialists, railway engineers, labor organizers,
financial experts, programmers, health and educational per-
sonnel, political analysts, census statisticians, public admin-
istrators, and others... There was hardly a desk in the
Vietnamese government that did not have an advisory desk
on the American side” (Dacy, pp. 196-197).

Apart from the above three major types of aid, the US
Government also provided the Saigon Administration with

other kinds of aid such as piaster subsidy and loan aid,

among which the piaster subsidy was quite large and very
important if it was fully calculated.

The Piaster Subsidy Aid was the amount of dollars that
the US Government paid to the South Vietnamese
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Government to purchase the local piasters under a piaster-
subsidized exchange rate scheme mainly to be used to pay
the salaries and wages of US civil and military employees
and officers in South Vietnam and to pay the Vietnamese
who worked at US agencies in South Vietnam. The agency
that managed this kind of aid was the US Military Assistance
Command (MACV). The more the operations of the United
States in Vietnam increased, the larger this kind of aid
became. According to the figures shown in Table 1 the
amount of the Piaster Subsidy Aid during the period of 1955-
1975 was $985 million. But that was not enough. If the
amount of money the United States paid to purchase the
piasters were to be included, the total amount of “piaster
subsidy” in broader sense would be double or three times
larger. Specifically, during the ten years of 1964-1974 the
amount paid by United States for piaster purchases totaled
$2,384 million, out of which the amount for each year dur-
ing the period from 1966 to 1972 always exceeded $200 mil-
lion, or in 1971 alone, for instance, it reached the highest
level of $403 million for the purchase of 74 billion piasters
(Dacy, pp.197, 199, 200). Another figure was found by Dang
Phong. According to him, the total amount that the US
Government changed with the Saigon Administration during
those years was over $3 billion (Phong, p. 152, 160). The
Piaster Subsidy Aid in particular, or the total amount of US
spendings on the Saigon piaster purchase in general had a
grect effect on the prevention of the piaster from its devalu-
ation and significantly contributed to the stabilization of the
market prices and the control of inflation.

The Development Loan Fund, as presented earlier, was
one of the main categories of US economic aid to different
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countries. The US Loan Aid to South Vietnam was included
in this category, but this type of aid was not developed in
South Vietnam due to the unability of the Saigon
Administration to pay their debts. Thus the total loans that
the Saigon Administration borrowed from the United States
was just $140 million, most of which were provided during
the two periods, firstly during 1957-1960 when the Ngo
Dinh Diem Administration was assumed likely to take con-
trol of South Vietnam and prepared conditions for its eco-
nomic reconstruction, and secondly during the years of
1966-1967 when the United States massively sent their
troops to South Vietnam, expecting to soon put an end to the
war and be ready for the implementation of the Plan of
“Postwar Economic Development™ designed by Lilienthal.
Though it was called the Loan Fund, most of the loans were
provided in kind. e.g. in US commodities, rather than in
cash. Only a very small part of these loans was made in US
dollars with a condition that the payment was to be made in
US dollars like the loan provided to help the Saigon
Administration to pay the fees to join IMF ($4 million) and

several other small loans.

Il. FOREIGN TRADE AND INVESTMENT

Adverse to one of the big lessons of the newly-industrial-
ized countries and territories of Asia, or the Asian “dragons”,
that is. the development of export and foreign investment into
the engines of high economic growth, the South Vietnamese
Government during the 1954-1975 period made another big
lesson which implied the strangle of development thanks to
the large reccipt of aid and the increase of import in the -letrt-
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ment of export and FDI. This lesson will be made clear in the
following part.

1. Foreign Trade

To get a better understanding of the development of
foreign trade of South Vietnam and its trade relations with
the United States during the period of 1954-1975, it is
necessary first of all to review the US-South Victnamese
trade relations during a number of years prior to that peri-
od. At the time when the Indochinese countrics were
under the French control, trade between Vietnam and the
United States was still small, but tended to rise though not
steadily. The share of trade with the United States in the
total export volume of Indochinese countries was of 2.6%
during the 1925-1929 period, then dropped to 2.3% dur-
ing the 1930-1934 period, and later went up to 6.6% dur-
ing the years of 1935-1939. US exports to Indochina dur-
ing those periods were mainly cotton, petrolcum products,
machinery, automobiles and spare parts, mechanical prod-
ucts, fibers and textiles. Most of US imports from
Indochina were rubber and zinc. For instance, during the
period of 1935-1939, the United States supplied 27% of
cotton, 19.1% of petroleum products, 17.5% of machin-
cry, 13.4% of automobiles and spare parts to Indochina,
while it imported 38% of rubber (92,000 tons) and 3% of
zinc from Indochina (Phong, D., p. 18-19). Since its take-
over of the French in South Vietnam at the middle of the
1950s, the United States had gradually attempted to con-
trol the market of South Vietnam through its conditional
aid and other measures. One of the typical examples was
the fact that from December 1961 the US Government

41




stopped allowing the Saigon Administration to use its aid
to import goods from other countries, instead it forced the
Saigon Administration to spend US aid to purchase US
goods, thus opening the way for US goods to dominate the
market of South Vietnam. Table 3 showed that US goods
had increased during the period from 1963-1973 and
made up over a half of the total value of foreign goods
exported to South Vietnam, or 344 billion piasters com-
pared to 306 billion piasters of accumulated imports to
South Vietnam from Japan, Taiwan, France, Italy and
West Germany.

Table 3: South Vietnam's imports by countries and territories,
1963-1973 (million piasters)

Table 4:  South Vietnam foreign trade, 1954-1974 ($ million)

Year |Exports Imports Import Trade [Exports as | Deficit as
price index| deficit |percentage |percentage
(1962=100) of imports of national
income
All  [Commercial

import | import

arrivals | arrivals
1954 | 506 | 267.0 2350
1955 | 69.2 | 2632 2316 108
1956 | 451 217.6 191.5 108 172.5 21 18
1957 | 805 | 2887 246.6 108 208.2 28 20
1958 | 55.2 | 2321 208.8 103 176.9 24 16
1959 [ 751 | 2246 1987 103 1495 3 13
1960 | 84.5 | 2403 2109 104 155.8 35 13
1961 | 698 | 259.6 2319 102 189.8 27 16
1962 { 56.0 | 2754 2309 100 2194 20 18
1963 | 76.7 | 3154 2381 105 2387 24 19
1964 | 485 | 326.7 2458 106 278.2 15 20
1965 | 355 | 387.7 297.0 105 3522 9 23
1966 | 276 | 6072 460.0 105 5796 5 36
1967 | 164 | 7440 5474 106 7216 2 38
1968 | 11.7 | 7075 4739 107 6958 2 36
1969 | 119 | 8377 652.5 112 8258 1 34
1970 | 115 | 7151 502.3 19 703.6 2 28
1971 | 124 | 7050 598.1 123 692.6 2 27
1972 | 156 | 7456 571.0 137 7300 2 29
1973 | 58.0 | 7163 562.4 184 7105 8 25
1974 | 849 | 8370 6599 281 8021 10 23

Year USA Japan Taiwan France Italy G:::::tny
1963 3746 966 1,311 1.099 225 250
1964 4,420 1124 1,340 637 296 293
1965 5,667 1451 1,646 420 251 284
1966 11,681 4320 4,089 936 1.207 732
1967 13,936 11,896 6.439 1426 1,846 1,233
1968 10,890 11.186 3670 1,625 1.195 932
1969 20,666 13.485 4,203 2716 1.888 1,462
1970 20,549 7.048 3,428 2772 776 1,057
1971 28412 12,500 6.667 5,394 1,713 3.873
1972 96,000 45,541 17.083 16,117 4,169 4,258
o 1973 128,677 39.483 14,318 22,676 4531 5,107
Total | 344,644 149,000 64.149 55.818 18.097 19,481

Source. Phong, D., p. 90

Source:Dacy, pp. 83, 106
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Table 4 on the development of foreign trade of South
Vietnam during the period of 1954-1974 seemed to be the
most typical picture reflecting the dependence of the econ-
omy of South Vietnam on US aid. According to this table,
exports of South Vietnam which used to cover a consider-
able part of its imports (about 20 to 30%) during the years
of 1956-1963, had dropped to less than 10% of imports dur-
ing the period of over ten years from 1965 to 1973, particu-
larly in the year of 1969 export was equal to just 1% of
import while the rest 99% was covered by US aid. Foreign
trade deficit which initially was of about over $100 million
a year or 10% of the national income increased to over
$700-800 million a year during the later period and made up
to about one thirds of the national income. In 1967 alone,
for instance, foreign trade deficit accounted for 38% of the
national income and this amount was also covered by US
aid. Major exports all declined. Rice, for example, was one
of the main and traditional exports of South Vietnam, which
was exported 323,000 tons in 1963 with a return of $36 mil-
lion, but to 1967 no more rice was exported, and since then
South Vietnam had been turned to be an importer of rice
with the amount of import in that year was 770,000 tons,
after that increased to over 1 million tons a year. Another
large export of South Vietnam was rubber whose volume of
export dropped from 83,000 tons in 1959 to 21,000 tons in
1969, then stood at that low level until the early 1970s
(Dacy, pp. 82, 83). While millions of people who produced
exports lost their jobs, a small number of importers was
awarded with the vested interests and became very rich.
These importers benefited from the formal exchange rates
which were often 1/3 or 2/3 lower than those of the market,
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from the monopoly in borrowing money from the banks to
finance their imports, from the monopoly in fixing the
prices of their imported goods, and other privileges which
helped them to acquire very high rates of profit, normally
from 10 to 30% of the C.I.F prices. Each importer made an
annual profit of $102,000 to $153,000. That was the reason
leading to the fast growth of the number of importers in
South Vietnam which over-doubled from 777 in 1960 to
1,766 in 1966. The number of import companies also grew
from 489 in 1966 to 795 in 1975. The import value
increased more than threefold from $2,376 million during
the period of 1956-1964 to $7,549 million in the years of
1965-4/1975 (Sen, pp. 121, 122, 127).

2. Foreign direct investment

Realizing the importance of FDI, since the 1950s the
Saigon Administration issued several laws and regulations to
attract foreign direct investment such as the Declaration of
May 3, 1957 and the Investment Act No. 02/1963 promul-
gated by the Ngo Dinh Diem Administration and the Act of
04/1972 by the Nguyen Van Thieu Administration (Sen, p.
072). Concerning the relationship with the United States, in
1961 Ngo Dinh Diem signed the “Treaty of Amity and
Economic Liaison” in which the Ngo Dinh Diem
Administration committed itself to give privileges to US
direct investment through the provision of favorable condi-
tions to their investments in different economic sectors, in the
purchase of land and materials, in the utilization of public
facilities, the employment of workers, the repatriation of
their profits to their home country, and in the realization of
their contracts concerning the distribution of their products.
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The Ngo Dinh Diem Administration also committed not to
nationalize in the long-term the investments by US compa-
nies in various economic sectors, in some cases US invest-
ments would not be nationalized for as long as 99 years

(Phong, D., p. 10).

Though there were such laws and regulations committing
to create favorable conditions for FDI, the volume of FDI in
South Vietnam during the period of 1954-1975 was quite
small due to the nstability in the political, military and eco-
nomic situation. From 1963 to March 1975 there were 338
foreign investors operating in South Vietnam with the total
investment capital of US$10,626,826 and Ff 688,750, much
lower than that in Taiwan, Indonesia and South Korea
(Table 5).

Table 5: FDI in South Vietnam and some other countries and
territories ($ million)

Countries or territories 1967 1968 1969 1970 1971 1972
South Vietnam 1.005 | 0.032 | 0.038 0.33 18 043
Taiwan 57 89.8 1094 138.8 162.9 1134
Iindonesia 1762 | 2322 | 7227 262.1 398.8 4738
South Korea 20.1 276 317 67.8 52 116.6

Source:Sen, p. 210

Of the realized direct investments made by five largest
investors in South Vietnam up to April 1974, France ranked
the first with 2,446 million piasters, followed by the United
States (1,798 million piasters), Japan (1,476 million piasters),
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Singapore (1,193 million piasters) and Taiwan (1,066 million
piasters). Some countries made large share of their invest-
ments in the industrial sector such as Great Britain 97.29%,
France 70.89%, Japan 53.38%, while the share of US invest-
ments in industries was only 17.90% of their total investments
(Sen, Table III: 43, p. 211).

Most of foreign direct investments in South Vietnam dur-
ing this period were made in the form of joint-ventures. In
spite of the difficulties caused by the unstable political, mili-
tary and economic situation which implied high risks, FDI in
South Vietnam during this period acquired very high rates of
profits thanks to the advantages of the low labor costs and the
relatively large market, though they were not large in quanti-
ty. The total amount of foreign direct investments in South
Vietnam during the period of 1956-1974 was only US$13
million, while the profits they earned and transferred to their
home countries were amounted to US$178 million, the ratio
was 13 to 1, not just “four to one” as it was praised in a
Vietnamese saying (Sen, p. 115 and Table III: 43, p. 211).
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Chapter 2

IMPACTS OF US ECONOMIC AID,
TRADE AND INVESTMENT
ON THE ECONOMY OF SOUTH VIETNAM

. GROWTH WITHOUT DEVELOPMENT
1. Modest growth

Chapter 1 analyzed a truth that during the period from
1955 to 1975, export and foreign direct investment, the two
high-growth sectors or the engines of growth in many coun-
tries and territories in East and Southeast Asia, had seriously
declined or very poorly developed in South Vietnam, where-
as foreign aid and import, the two parasitic sectors, had
grown very rapidly in the latter’s economy. Should that para-
dox be one of the sources explaining the economic situation
of South Vietnam during that period as growth without devel-
opment?

It would be untrue and arbitrary to suggest that the massive
volume of US aid and import pouring into South Vietnam dur-
ing the period of 1954-1975 did not bring about any positive
impact on the South Vietnamese economy and society. In fact,
the large amount of US aid and import had not only made a
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significant contribution to the curbing of the inflation and the
stabilization of the socio-economic situation in South Vietnam
during the period of hardship as it was analyzed earlier, but
also helped raise the income of not a small group of people
and maintained a positive growth in almost all the years dur-
ing the period, including those years under the fiercest war.
Table 6 indicates that during the years from 1955 to 1974, the
economy of South Vietnam maintained a continuous growth
in terms of the 1960 constant price (1960 = 100), or the cur-
rent prices of the South Vietnam’s piasters, or the exchange
rates converted into the US dollars. According to the estima-
tion by Dacy, during the period of 1956-1974, the annual
growth rate of the gross national product (GNP) of South
Vietnam was about 4%, but the annual growth rate of the real
per capita income was reduced to only 1.4% due to the high
population growth (Dacy, pp.xvi, 38, 56). These figures
showed that during the period of 1954-1975, the economy of
South Vietnam did grow although with a rate not as high as
that of other economies in the region such as Taiwan, South
Korea, Hong Kong, and Singapore which recorded an annual
growth rate of around 8 to 10%.

Table 6: Official estimates of gross national product in South
Vietnam, 1955-1974

GNP in piaster | Exchangerate [ ..o vajue

oo | cumanprices | consntprices| (s | Cpon
1959 80.1 791 70 1.14
1960 81.8 81.8 70 147
1961 84.5 818 70 1.21

1962 938 88.2 78 1.20
1963 100.3 90.5 78 1.29
1964 114.5 98.8 81 1.36
1965 144.8 108.0 94 1.54
1966 236.2 108.5 145 1.63
1967 356.7 1107 189 1.89
1968 3853 105.8 201 1.92
1969 557.6 110.2 229 244
1970 804.4 175 325 248
1971 979.9 120.7 388 2.53
1972 1,102.0 1204 439 2.89
1973 1,551.0 120.8 531 2.92
1974 2,229.0 121.5 641 248

Year GNPin | o prces|  iasers | D0larvalue
current prices (1960=100) per dollar) {billion}
1955 63.6 70 0.91
1956 68.7 654 70 0.98
1957 67.0 66.5 70 0.96
1958 713 722 70 1.02

Source:Dacy, pp. 40 and 68

2. Massive foreign aid detrimental to domestic savings

In the theories on the market economy, savings are usu-
ally considered to be the central factor of development or the
engine of growth. An economy maintaining high savings
rate normally registers high growth rate, but does not always
bring about high development if the savings was not gener-
ated mainly from the development of the economy itself and
the development is not a sustainable one. Savings are made
under different patterns in different economies. In the devel-
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oped economies, most of the savings are normally generated
from the internal economy, thus high savings usually coin-
cide with high growth or high development. Whereas, in the
developing economies, internal savings are normally low,
thus, it is necessary for these economies. On the one hand,
to boost exports in order to raise the export earnings to off-
set the deficits caused by imports, or when there is a surplus
in the trade balance, it may be used as a supplement to
domestic investment; otherwise these economies need to be
supplemented by foreign aid and foreign investment. This
means that for a developed economy, savings are mainly
generated from internal sources; while for a developing
economy, savings normally come from both internal and
external sources. Of these two sources, the internal one often
plays the decisive role and constitutes a long term and basic
significance for the development process as well as for the
building of a self-sustained economy, while the external
source, though very important, is normally regarded as a
supplementary factor which would contribute to the long
term and dynamic development as in the cases of the
Taiwanese and South Korean economies when they made a
good combination of the internal and external sources.
Otherwise they would turn the economy to be heavily
dependent on foreign aid, or “wn aid economy *, which
might gain temporary growth, and not long-term develop-
ment, as it occurred in the economy of South Vietnam dur-
ing the period of 1954-1975.

Dacy found in her study on the savings process of the
South Vietnamese economy over the two decades from 1954
to 1975 that the domestic savings of the economy was minus
10%, while the savings from foreign aid was plus 20%, mak-
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ing up the total savings of plus 10% (Dacy, pp. 125, 128). As
a result of this figure of plus 10%, the economy of South
Vietnam was maintained at a positive growth during that
period. But the economy was, due to the domestic savings of
minus 10%, always dependent on the American aid, without
the capacity of developing an independent, self-sustained and
long-term development economy, thus when aid ended the
economy fell down.

The comparison between the savings in the economy of
South Vietnam and those in other economies will help us to
understand better about the role of the domestic savings in
such a developing economy as that of South Vietnam. As it
was mentioned earlier, there were four economies that
received the largest shares of US aid during the 1954-1975
period, including South Vietnam, South Korea, Taiwan, and
Israel. And among them the economy of South Vietnam
enjoyed the single largest share, both economically and mil-
itarily, but lagging behind in the development of its econo-
my compared to the three rest economies which grew rap-
idly during that period. One of the important reasons was
that those three economies had efficiently made use of for-
eign aid, they had not excessively relied on foreign aid,
instead in conjunction with the reception of foreign aid,
they utilized it as a motive force for the development of the
internal economy and the formulation and implementation
of development policies. They efficiently combined the
external sources with domestic ones, emphasizing the
importance of foreign aid along with the increasing mobi-
lization of domestic sources through such measures as tax-
ation, bank deposits, and promotion of private investments
in order to serve the goal of development. Whereas in South
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Vietnam, as Dacy put it, the Government was deeply
trapped in corruption and “rent-seeking”, only concentrated
on squeezing money out of foreign aid as much as possible
to enrich officials themselves, paying no attention to the
development of the economy and the mobilization of the
domestic sources for development, those policies concern-
ing taxes, interest rates, industrialization and other related
ones were not fully appreciated. As a result, the domestic
savings of the South Vietnamese economy was -10% during
that period while the corresponding figures for the domestic
savings of Taiwan, South Korea and Israel were from 10 to
20% in the same period, and were raised to even higher
rates in the following years, reaching as much as 32% in the
case of Taiwan in the years of 1971-1972 (Dacy, Figure 13-
1, pp. 258-259, Chapter 6 on Savings, and Chapter 8 on
Windfall gains).

3. Abnormal economic structure

In 1977 Chandavarkar studied the economies of South
Vietnam, Thailand, the Philippines, India, South Korea and
Malaysia during the period of the late 1960s and found that
the monetary sector had contributed around 88% of South
Vietnam’s income which was equivalent to the shares of
Thailand and the Philippines and higher than that of India,
South Korea, and Malaysia (quoted from Dacy, p. 90). Such
an economy is called the “monetary economy” which may
be formulated in a special context when the economy
receives a large sum of money in the form of foreign aid or
monetary business, or some other similar activities. Since it
is special, that economy is very different from the other nor-
mal ones which constitute a relatively balanced and harmo-
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nious development between the production and service sec-
tors, between the monetary and non-monetary ones. In a
normal economy there is also special periods in which the
monetary sector booms as it occurred in South Vietnam,
Thailand, and the Philippines during the late 1960s. In
Thailand and the Philippines, however, the non-monetary
sector had later on been developed and formulated a relative
balance between the two sectors. Whereas in South Vietnam
the non-stop pouring of a large amount of American aid
continued to monetarize the economy and increase the
imports basing on American aid, making a boom in service
sector, developing the consumer goods manufacturing
industries and those that meet the demand of the war and
utilize the war’s waste and discard such as foodstuff, bev-
erages, tobacco, canned food, construction, electrical appli-
ances, soft plastic, paper and paper products, refinery of
aluminum, bronze, and steel discard from war. Among these
beverages and tobacco industries accounted for 59%; tex-
tile, food processing, and electricity account 32%; both
combined 91%, and the remaining industries made up only
9% of the total value of industrial production (Dacy, p. 44).
On the other hand, the massive provision of aid and the
massive imports based on it together with the monetariza-
tion of the economy had undermined, ruined, and/or
destroyed many economic sectors, including the traditional
industries such as cane-sugar, skin tanning, woodwork, veg-
etable oil, paper powder, coal, silk, and others. This situa-
tion was interpreted by Dang Phong as follows: “... it had
caused as many as ups and downs. It crushed to death the
cotton cultivation, the mulberry planting, and the silkworm
breeding, and nearly to death the sugarcane refinery, the
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wickerwork and the other handicrafts. It gave birth to a
series of processing factories with series of capitalists. It
introduced stalls and shops with full of goods on streets and
markets” (Phong, D., p. 91).

The more the monetary economy was developed, the
more the import of goods was raised and the more the serv-
ice sector was swelled up, which increased from 41.3% of
the real net domestic product in 1960 to 64% in 1972, the
more the proportion of domestic industry was shrank which
dropped from 18.7% to 14.8% in the same period and the

less competitive the domestic industry became, due to its -

low productivity combined with high workers’ wages paid
by foreign aid which were raised to the same level of wages
in Taiwan. As a result, South Vietnam’s industries at the time
could only provide jobs to about 2 to 3% of the total 8 mil-
lion workforce in the early 1970s while agricultural produc-
tion also shrank seriously, dropping by 18% from 40% to
21.3% in the period from 1960 to 1972 (Dacy, Table 3.6, p.
60, and pp. 44, 74, 81).

The “aid economy” not only squeezed the domestic sav-
ings and “‘deformed the industrial structures” (Sen, p. 066),
but also led to a serious imbalance of the regional structures.
Rapid urbanization was a prominent feature of the regional
economic development in South Vietnam during the period
of 1954-1975. Almost every economic activity carried out
by the South Vietnamese Administration and the United
States during this period in South Vietnam concentrated in
the urban areas (Saigon, Da Nang, Can Tho), especially the
Saigon-Cho Lon-Gia Dinh Region, turning these cities and
towns into unusually fast developed areas. In 15 years from
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1955 to 1970, this region had been three times enlarged.
After 1965 Saigon had been turned from a center of trade
and domestic and international transportation into the
Capital of the South Vietnamese Administration. It played
the role not only as a center of administration, politics, cul-
ture of South Vietnam, but also as a center of economic
development which was centralized and urbanized at a dizzi-
ly high speed. The Saigon-Gia Dinh-Bien Hoa area alone
usually accounted for over 90% of the total technical credits
of the entire South Vietnam, namely 92% versus 8% of all
the remaining provinces during the period of 1957-1967,
and 97.5% in 1968. Another fact was that 82 out of the total
152 branches of the 33 commercial banks in the whole of
South Vietnam in 1975 were located in Saigon. The number
of workers in big enterprises (with over 50 workers each) in
Saigon and its adjacent areas increased five times in ten
years, from 9,262 people in 1960 to 48,715 people in 1970.
The population of Saigon grew from 1.5 million people in
1953 to 3.6 million in 1975 (Sen, pp. 078, 079, 095, 098).
The proportion of urban population in South Vietnam
increased from about 15-20% at the mid-1950s to over 40%
of the total population of South in 1975. “... The large growth
in population in the cities cannot be attributed entirely to the
normal process of development and would have posed major
social, economic and political problems even if the war had
ended...” (Dacy, pp. 85-86).

4. Excessive consumption

There often exist simultaneously two economies or “dual
economy” in most of the developing countries: the modern
and industrial versus the backward and agrarian economy.
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The same situation was developed in South Vietnam during
the period of 1954-1975, but with a different type of pattern
where the backward and agrarian economy did not exist
along with a modern and industrial one, because the econo-
my of South Vietnam at that time was not exposed ¢o indus-
trialization. Instead, in South Vietnam at that time there was
a co-existence of a backward and agrarian economy and a
fairly developed consumption and service economy. In a larg-
er and more precise term, there existed a consumption socie-
ty within a poor, backward and agrarian society. In such a
poor society “the real per capita income of each Vietnamese
{in the South] was just around US$100... [but] they consumed
about dozens of billions of dollars a year: and by per capita
each Vietnamese (in South Vietnam at that time) consumed
nearly US$2,000 a year... [it was really] “a strange phenom-
enon” (Phong, D., p. 11).

What products and services did they mainly consume?
The answer is that in the cities they were beer, wine,
canned food, cars, multi-storied houses, all kinds of luxu-
ri~3, night clubs, discotheques, etc.; while in the rural
areas, “the brand new products they used... were not... to
serve the production but they were Honda motobiles,
radios, transistor television, bottled beer, soft drink, fine
cigarette, artificial silk and other expensive products”
(Phong, D., p. 106).

Where did they get those things? The most important sup-
ply was not from their own efforts, it came from the
American aid, because, as it was analyzed by Dacy, “most of
the aid was used to stabilize prices, which means it was spent
to import consumer goods or materials that contributed to
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domestic production of consumer goods” to feed such a con-
sumption society (Dacy, p. 20).

The most damaging effects of such kind of aid on con-
sumption was that it set up, a way of life in which people con-
sume more than what they could produce, a habit to be today
and not for tomorrow. Or as it was noticed by the General
Director of the Technical and Commercial Company Sofidiv
Lam Van Si, that kind of aid led to “the consumption without
production” (quoted from Dang Phong, p. 109). It was that
very way of life and the habit of easy living generated by
American aid had killed the ideas, the desires and the efforts
aiming to build an independent, self-reliant, long term and
sustainable economy in South Vietnam. Dacy suggested sev-
eral times in her research that such a development should
have been given higher consideration or greater priorities, but
it was not in the South Vietnam, it was ignored and paid lit-
tle attention, or even received a ruthless attitude, they only
looked for aid and rushed for aid, and that was what the
United States wanted for! (Dacy, pp.xvi, 20, 27, 32-36, 70-71,
94-97, 239, 244-245, 253-257).

5. Unusual social differentiation

The society of South Vietnam during the 1954-1975 peri-
od was differentiated as follows:

- The bourgeoisie: 42,300 people in 1975 (Phong, D., p. 53).

- Government employment: 1,360,000 people in 1972,
among which the civil employees were 337,000, the
armed forces strength was 1,023,000 (Dacy, Table 3.3,
p- 47).
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- Workers: the total number in the period of 1960-1963
was 6,342,000 people, among which agricultural work-
ers were 5,703,000, manufacturing workers 124,000,
construction workers 50,000, commerce workers
206,000 and Government workers 259,000 (Dacy, Table
3.4, p. 48).

- Vietnamese employees at US agencies: 142,400 people
in 1969 (Dacy, Table 4.4, p. 84).

- Unemployed: 2 million people in September 1973
(Phong, D., p. 57).

The above-mentioned figures were not fully precise since
they did not come from one source of information and were
not collected at one time, and some of these figures were
overlapped with the others. For instance, out of the total
number of 42,300 bourgeoisie there were 17,300 people in
the armed forces who could have also been calculated in the
number of the 1,360,000 people belonging to the category of
Government employment, not yet to mention those who were
not counted as military officers, but were listed as senior offi-
cials of the Saigon Administration and were included in the
category of Government employment. Or among the
6,342,000 workers there were 259,000 Government workers
who remained unclear whether they were listed in the group
of Government employment or not?

Another figure which would cause overlap is the number
of 2 million unemployed people announced by Saigon
Economic Ministry in September 1973. This figure might
have included the nearly 120,000 people sacked from
American agencies of both civil and military services from
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1969 to 1973 when a large number of American soldiers
withdrew from South Vietnam. According to the statistics at
that time, the Vietnamese hired by American agencies
decreased from 142,400 people in 1969 to 26,700 in 1973
(Dacy, p. 84). If the overlap is addressed, the figures would
have been more precise, hence the analysis would have been
more practical. However, due to limitation that no more pre-
cise figures would have been found, and the overlaps were
small if compared to the whole available data. They therefore
would not make a great impact and big change on the assess-
ment of the social differentiation in South Vietnam, we think
that these figures are still precious materials to help us to
understand the real and fundamental situation of the society
of South Vietnam during the 1954-1975 period.

The figures mentioned above cover almost the whole
workforce in South Vietnam during that period. These people
were the main source of life of their families. Their incomes
reflected the living standards of different social strata in the
society of South Vietnam during the 1954-1975 period.

And these social strata had been, as a result of the changes
in the main workforce, very deeply differentiated, with a big
gap between the high and low incomes, hence leading to a
big difference in the living standards and the social positions
of the people. ’

Three main kinds of labor groups could be classified as
follows basing on the above figures:

i. The rich and the fuairly rich: this group included
42,300 capitalists, 97,000 military officers from the
post of captain and above, basing on the figures of the
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peak year recorded in 1974 (Phong, D., p. 53),
142,000 employees worked in American agencies
and about 100,000 senior officials out of the total
337,000 Government employees (these are the round
figures basing on a relatively high rate of one senior
official over three Government employees). The total
number of this rich and the fairly rich group was
381,300 people.

1. The middle class: this group consisted of 1 million
Government employees and soldiers in Saigon army
and 6 million workers of all kinds from agriculture to
industry, trade, and others.

—

iit. The unemployed: there were over 2 million people in

this group.

The income gaps of these groups were very big. However,
since it was unable to collect full and systematic data, we try
here to select and present the typical figures which would
help the analysis to be reliable. By that way, we found that
Group 1 included those bourgeois who worked as importers.
And there were, as mentioned earlier, 1,766 importers in
1966 whose annual average per capita income ranged from
US$102,000 to 152,000. Many generals and high-ranking
military officers and senior officials of the Saigon
Administration also gained the same or equivalent level of
income. In the context of low purchasing power and prices of
the South Vietnamese market at the time, such a high level of
income allowed the people in this group to enjoy a really
prosperous life. Those Vietnamese who worked at the
American agencies were also included in Group 1 and they
too gained an income which was equivalent to the income of
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the Saigon Regime’s middle officials and military men and
about 3 to 4 times higher than the average income of the
employees who did the same jobs in Vietnamese institutions.
These people were also fairly wealthy.

The Group 2 was the middle class consisting of ordinary
officials, soldiers, and workers in agriculture, manufacturing,
trade and other industries. This was the largest group with the
total number consisting of 7 million people, among which
there were three main categories of workers with the first and
biggest one included over 5 million “agricultural workers”,
following by about 1 million soldiers, and about 400 thou-
sand urban workers.

“Agricultural workers” mentioned here were in essence
peasants- and farmers. This group was divided into three
classes: the first was the kulak-bourgeois, whose number was
not large, but they enjoyed a high living standard in the rural
area; the second was the middle peasants who made up the
largest share of about 65 to 77% of the total number of “agri-
cultural workers” and held good cultivation ability, played
the dominant role in agricultural production and rural area’s
living conditions, among these people a small number
enjoyed a fairly well-off life (well-off middle peasants) while
the vast majority of the class enjoyed adequate living stan-
dard (normal middle peasants), and the small remaining
number was in straitened circumstances (poor middle peas-
ants). And the third was the hired peasants who were landless
and hired by the others, they lived a poor and unstable life,
running in search for food day after day (Sen, pp. 142-153).

The living conditions of the urban workers became more
and more difficult, because their wages could not increase to
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match with the high consumer prices, the high inflation and
the fast growth of urban income in general. All these led to
the real decline of their daily income which decreased by half
in comparison with the price of rice during the period from
the late 1950s to the early 1970s, and dropped dramatically
in comparison with all kinds of goods and services. “There
was a considerable deterioration in the living standard of
workers from the late fifties to the end of the war” (Dacy, p.
116-120).

There was also a big change in the living conditions of the
soldiers. According to the survey made in 1972 by the Enemy
Convincing Department, 31% of the soldiers’ families relied
on their wages and bonuses as the main source of living; 18%
considered these as important source of living (covering
around 40-50% of their spending). A comparison of the living
conditions of these soldiers’ families before and after their
joining the army showed that 62% of the soldiers found their
lives better since joining the army, while 27% felt the same,
and 11% revealed that their living conditions became worse
(most of the people in this group of 11% were skillful and pro-
fessional workers who acquired high income when working in
civil sector before joining the army) (Phong, D., p. 54). The
soldiers were normally paid relatively high salaries, wages and
bonus because of the large provision of American aid, but in
return they had to suffer bloodshed and death and, more tragi-
cally, they were kicked aside immediately as American aid
dropped and the war ended, they became the supplements to
the large and massive unemployed “troops™.

, The third group included two million unemployed people
who suffered from the hardest and most miserable living con-
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ditions. They could not find enough work to do and were
always in straitened circumstances, thus possessed the lowest
position in the society.

Such a social structure as analyzed about was really
unusual or abnormal: firstly, the strongest and most profes-
sional workforce did not involve in production, business and
national economic construction. Instead they were turned to
be mercenaries for foreign aid until the aid providers got
away they became jobless. Secondly, the society was too
much differentiated that on the one side a small number of
people lived in luxury whose incomes were many times high-
er than those of great masses of the people who on the other
side were unemployed and lived in serious poverty without
adequate food and clothing. Such a society could not main-
tain stability and sustainable development.

Nguyen Cao Ky himself had to recognize this in 1969
when he said, “we (South Vietnam) are an agrarian nation,
but we cannot build a fertilizer factory while we have to
import vehicles, televisions and perfume. In sum, within the
current socio-economic framework of [South] Vietnam, there
were only a small number of people that benefited from
American aid while most of the others still suffered from the
very low and underdeveloped economic conditions, and
there are currently no fundamental theories or policies which
would be the possible or feasible foundations for the nation-
al economic development™ (quoted from Phong, D., p. 109).

6. Short-term economic policies

So far we have been relatively clear about the main
social and economic policies which had been implemented
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by the US Government and the Saigon Administration in
South Vietnam during the period of 1954-1975, including
policies on aid, trade, investment, savings, industries, agri-
culture, foreign trade, consumption, income distribution,
sectoral economic structure, regional structure, and others.
In this section, we will discuss further about several issues
regarding the monetary and financial policies and the
industrialization strategies as well as the ideas of the deci-
sion and policy makers and economic strategists in South
Vietnam during this period.

The first issue to be discussed here is the hudger. The
Saigon Administration formulated their budget based on
three main sources: domestic revenues (mostly from taxes);
money supply to balance the deficits; and foreign aid. The
total taxes collected by the Saigon Administration were about
7.3% of its GNP in 1956. Then the increasing American aid
reduced the importance of taxes, leading to the decline of the
share of taxes to 5.6% of GNP in 1971. Since 1969 the United
States had gradually withdrawn its troops from Vietnam, and
as a result. US aid to South Vietnam also gradually been
reduced, forcing the Government of South Vietnam to reform
its tax system. Thus a number of tax reform measures were
introduced which helped raising the value of tax collection to
6.7% of the South Viethamese GNP in 1972, then 10.9% in
1973, and 11.3% in 1974. Regarding the circulation of
money, during the peak years, the Saigon Administration had
printed over 100 billion piasters, but the budget deficits in
those years had reached over 200 billion piasters (particular-
ly in 1973 the budget deficit was 228 billion piasters), and
the United States had bought more than half of that amount
of money supply to spend for their activities in South
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Vietnam. Beside the above two sources of revenue, the rest of
the Saigon Administration’s budget was provided by the
American aid which, as it was revealed by a survey of the US
House of Representatives, covered both directly and indirect-
ly at least 80% of the total budget of the Saigon
Administration during those years (US House, 1971, p. 6).
(Dacy suggested that this figure was high and she proposed a
lower figure which might be higher or lower from year to
year, but normally was about 50% of the total budget of the
Saigon Administration - Dacy, p. 225). Concerning budget
expenditures, the “Government [of Saigon] spent from 80 to
90% of its receipts on direct wages and compensation of gov-
ernment employees, including armed forces; thus, virtually
all value added in the government sector was due to the serv-
ices of people” (Dacy, p. 45).

In sum, the Saigon Administration’s budget was formulat-
ed basing mainly on American aid; and most of it was spent
for the administration apparatus and Saigon army; both budg-
et revenues and expenditures were not or almost not attached
to economic development.

The exchange rate policies announced by Saigon
Government were considered as flexible ones, but in practice
since the middle of 1950s to 1972 they had been developed
as those of a dual foreign exchange market in which the fixed
exchange rates of the formal market had normally been high-
er than the rates in the “black market” from two to three
times. From the year of 1972 they tumed to implement the
floating rate policy. Under the policies of dual foreign
exchange markets during the period of 1954-1972, the
Saigon Administration had adjusted the formal rates two
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times: the first was in 1955 when the formal rate was fixed at
35 piasters per US$1 while on the “black market” it had been
90 piasters/US$1. During the years after that, the exchange
rates on “black market” had been sharply and continuously
changed with the increasing depreciation of the local curren-
cy. Up to 1972, the rate on the “black market” was 180
piasters per US$1, and by then the Saigon Administration had
to devalue the piaster and fixed the formal rate at 180
piasters/US$1. In 1972, the exchange rate on the “black mar-
ket” dropped to about 400 piasters per US$1. The situation
became worse and worse when the American troops with-
drew and, as a result, the Saigon Government’s revenues in
foreign currency had been continuously decreased, and
because of that, it was impossible to continue the fixed
exchange rates or even the dual exchange rate policies. It
then had to announce to floating of the piaster. With this new
measure, from 1972 to 1974, every year the Saigon
_Administration was able to purchase hundreds of millions of
US dollars from the “black market” to compensate a part of
the loss of foreign exchange due to the drop of American aid.
Dacy wrote following words when she evaluated the foreign
exchange rate policy of the Saigon Administration: *For most
of the period [1955-1975], the foreign exchange rate policy
of the Vietnamese government was calculated to maximize
U.S aid. This policy encouraged import and discouraged
export, just as it stifled industrial and agricultural develop-
ment” (Dacy, p. 85).

It was not better when we analyzed the interest rate poli-
¢y of the Saigon Administration. Throughout the whole peri-
od of 1967-1974, the time that the statistics on this issue was
relatively well recorded, the interest rates in the economy of
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South Vietnam was always negative which varied from minus
20 to minus 30%, or even minus 48 and minus 46% in the
two years of 1968 and 1974, except the year of 1972 when
the interest was plus 2%. For example, by the end of the year
of 1970, the inflation rate was 30% while bank interest rate
was only from 8 to 12%. Or during 1960s, the rates at the
commercial banks were from 3 to 4% compared with 48 to
120% at the “black market”. That was the main reason why
the people did not want to deposit their money at the banks.
Instead, they invested in real estates or bought gold and high
valuable assets to restore. The private savings rates were,
therefore, only from 2 to 5% of the GNP in almost every year
during the whole studied period, except for the two years of
1965 and 1966 when the interest rates exceeded 10%, or
reached 12.9% and 12,5% respectively (Dacy, p. 128-129,
138-139). Small savings led to small accumulation, hence
small investment that was the reasonable logic of the non-
development situation.

The single largest cause of all the above-mentioned eco-
nomic weaknesses was the lack of a sound, redlistic and
long-term economic policy or a clear, feasible, and long-
term industrialization strategy. “Although industrial devel-
opment had been an urgent demand and a blueprint which
had been projected since the early years when the Americans
came to South Vietnam and replaced the French, it was until
the early 1970s that such an industrialization policy was still
in the process of searching and continuous experiment”
(Sen, p. 073).

At the beginning of the 1970s, the leaders of the Saigon
Administration had gradually realized the fact that: “When
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the Americans withdrew, we would return to harsh reality”
(quoted from Phong, D., p. 109). Since then, they them-
selves had to struggle with their lives in an economy
abounded with many difficulties such as the lack of food
and clothing, the shortage of revenues compared to expen-
ditures, the large unemployment of millions of people who
lived in extraordinary poverty and hardship. All of these
posed a heavy pressure on the society and forced the
Administration to search for a way out. They looked around
and foraged for the magic wands, knowledge, and experi-
ences in economic development from the whole period of
the past 20 years. They could not find any kind of magic
which would help recover the economy and replace the
American aid, because they themselves and the US
Government as well until then had not paid proper attention
to economic development, or in Dacy’s words, “industrial-
ization was not high on the priority list of Vietnamese and
American officials” (Dacy, p. 94). All of these people had
been “gone with the wind,” or with the whirlwind of aid
and imported goods without considering the fact that mas-
sive import would damage domestic production, strangle
domestic industries and agriculture, and even exports,
while blowing up the service bubble till the time there had
been no more air so that the bubble turned flat, thus fol-
lowing by a flat economy. Those Vietnamese leaders
became disappointed. They did not know how to do and fell
in stalemate. They then turned to criticize the United States.
According to them, “the difficult thing in Vietnam was that
there had been no economic issue that was truly economic.
Almost every thing had been dependent on foreign aid, or
on the American aid. But American aid was very selfish.
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The Americans would give us as much fish as possible to
feed us, but they never gave us the fishing rod nor taught us
how to fish” (quoted from Phong, D., p. 109). To the end, in
order to create favorable conditions for a safe withdrawal of
American troops, to inspire the Saigon Administration and
to compensate the gradual aid cut, the United States had in
1969 to bring out a fishing rod, namely, to introduce the
Postwar Development Plan which implied a new economic
policy: that of export orientation. It was expected in the
Plan to raise the total investment of the South Vietnamese
economy to 600 billion piasters (US$5.08 billion) in ten
years, to increase the export value to US$1 billion in 1985,
and to bring the industry of South Vietnam to the level of
those in the other South East Asian nations during the early
years of the 1960s... Regretfully, the time was not on their
side. They had only 3 to 4 years just to show off their
schemes, to pass a few new legal documents and some
imagined priorities like the Decree No.130 of the Economic
Ministry on 17 March 1973 which defined 27 areas of pri-
orities and 9 others as areas of stimulation, including prod-
ucts for export, labor intensive industries, high local mate-
rial content, foreign currency saving services, assistances
for agriculture, forestry, ﬁShing, mining, infrastructures,
regional developments, and some others, but they did not
have time to realize these plans. All was too late. Their time
already came to an end! That was the tragedy of the para-
dox of development in South Vietnam during the whole
period of over 20 years from 1954 to 1975: when they had
long time, they followed short-term policies; and when
their time came to an end, they made up a long-term “plan”
of development!
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fl. MAIN COMPONENTS OF THE MARKET ECONOMY AND THE
INFRASTRUCTURE

It was obvious that during the period of over 20 years
from 1954 to 1975, the economy of South Vietnam had been
developed under the market economy model directed by the
Americans regardless of its long-term or short-term develop-
ment, its deformation and distortion caused by the War, by
the US cow-feeding aid policies or the inappropriate market
orientations. Though until 1975 the South Vietnamese market
economy had not reached the high or relatively high level of
development as that of industrialized or newly industrialized
economies, the history of over 20 years of development had
left a number of components or bases of the market economy
which have continued to affect the development of the
Vietnamese economy since then and are worth to be studied.
These components will be discussed in the following parts.

1. Main components of the market economy

a) The trade system

Normally the first to be discussed among those compo-
nents of the market economy is the trade system, because it is
place where most of the exchanges of goods and services, and
the activities and transactions of buyers and sellers occur. It is
also the place that reflects nearly fully the activities of the
markets, and the relationship of different economic sectors
and various social and economic regions. One of the promi-
nent features of the trade system of South Vietnam during the
period of 1954-1975 was its rapid development towards mod-
ernization. The obvious difference was that during the period
of 1954-1960, both internal trade and foreign trade of South
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Vietnam had been very weakly developed, covering mostly
the small businesses with small number of employees and
small turnover; while to the early 1970s, the trade system of
South Vietnam had extraordinarily been developed in all
scales, turnover, as well as commercial bases.

In 1960, the trade system of South Vietnam embodied
85,000 units which employed about 200,000 workers, of
whom 33,000 were regular workers. Among these trade
units, 32% had only one worker each, 38% had two workers,
0.8% had more than ten workers. Only 3% of all the units
had an annual turnover of more than 1 million piasters. To
the early 1975, in South Vietnam, the number of trade com-
panies increased to 1,687, among which 60 companies regis-
tered an annual turnover of more than 1 billion piasters.

In the trade sector, import enjoyed the strongest booming.
As it was mentioned earlier, in 1960 there were 777 busi-
nessmen involving in imports, to the year of 1966 the num-
ber increased by 60% and reached 1,766 people. Import com-
panies rose from 489 in 1966 to 795 in 1975. The total import
value increased three times, from US$2,376 million during
the period of 1956-1964 to US$7,549 million during the peri-
od of 1965-4/1975.

The material and technical bases of the trade system of
South Vietnam were also strongly developed and relatively
well equipped. The old markets were repaired and improved
while many new ones were built. In 1975, there were 125 rel-
atively-well-constructed markets in Saigon-Cho Lon Region
with various fixed kiosks involving in both wholesale and
retail trade and having high turnover. Apart from the mar-
kets, in South Vietnam from 1954 to 1975, many new trading
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facilities of Western style such as supermarkets, showrooms,
market halls, trade centers had also been built, particularly in
the big cities. From 1968 to 1971, 60 big supermarkets had
been built in Saigon alone. In 1975, there were 18 market
halls in Saigon. Several relatively large trade centers with
high trade turnover such as Eden, Charner, Crystal Palace,
Saigon Departo... had also been constructed.

Along with the development of the market system, the
warehouses, depots, quays and ports, and those facilities con-
cerning transportation, loading, discharging, and distribution
of goods were improved and upgraded to make the trading
transactions more convenient and cheap. In 1968, there were
33 rice stores in South Vietnam some which had the capaci-
ty to keep from 200 to 9,000 tons of rice. Before December
1973, the capacity of petroleum storehouses was of 480 mil-
lion liters. In Saigon in the late 1960s, there were 12 quays
for goods loading, discharging and barging, and a number of
warchouses including some big ones such as the Khanh Hoi
consisting of 14 stores with the total area of 28,000 m2, the
Tan Thuan consisting of 2 rows of stores with the total area
of 3,100 m2. The Saigon Trading Port had 309 trucks, 47
cranes, 102 shovels and 112 barges.

The trade system of South Vietnam during this period was
well organized from top down and was specialized by kinds
of products which were associated with one another in close
networks from importers, manufacturers to wholesalers,
retailers, middlemen, brokers, agents, advertisers, and so on.
Although in the South of Vietnam during this period many
trading companies of the Vietnamese were formulated and
put into operation, they were not the ones that dominated the
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trade system, instead the Chinese and foreign joint-stock
trading enterprises who controlled large capital and the broad
market network throughout the whole of South Vietnam and
associated tightly with foreign capital were the main domi-
nators of the South Vietnamese market. Under the French
time, the French capitalists had controlled foreign trade while
the Chinese had dominated the internal market and the high-
interest-rate lending system. Under the American domina-
tion, the role of French capitalists had been replaced by the
Americans, the Taiwanese, the Indians and other foreigners,
while the power of the Chinese capitalists was highly devel-
oped that they not only dominated the internal market, but
also foreign trade of South Vietnam. During the years from
1971 to 1974, the Chinese controlled about 90% of wholesale
and retail activities in South Vietnam. In 1974, the Chinese
possessed 40 out of the 62 large companies of over 1 billion
piaster turmnover each. In 1971, there were 815 Chinese
importers operating in the most important sectors such as
foodstuffs, goods of basic needs, chemical plastic, metal
ware and technical materials. The Chinese accounted for
84% of the direct importers in South Vietnam at the time,
while the Vietnamese shared only 12% and businessmen
from other countries covered 3.6%.

The role of American capital in the trade system of South
Vietnam was strengthened, but not so much. It normally
concentrated on a few monopolistic sectors such as oil
import in which American companies were 2 among 3 (the
third was a French company), or American companies par-
ticipated in 21 joint-venture trading companies of South
Vietnam to import foodstuff in accordance with the food aid
program PL-480.
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The reasons for the strong development of the trade sys-
tem in South Vietnam during this period were not just
because of the large supply of US aid, the massive import,
the increasing demand for the services of the war, and the
increasing requirements of the people for their basic needs,
but also because of the high profit rates. In the trade system
of South Vietnam during this period, the profit rate of import
was the highest, varying from 20 to 30% as mentioned earli-
er, while the rate of internal trade was lower, but not much,
normally from 15 to 30% of the selling price, not yet to men-
tion of the cases of sudden changes in the exchange rates or
the scarcity or speculation of goods in which the profit rates
could reach from 100 to 200%.

The trade system played an important role in the social
and economic life of South Vietnam during the period of
1954-1975. In 1956, the contribution of trade to the gross
national product (GNP) was 29%; to 1972 its share
dropped, but still accounted for 18.8%. Though import was
criticized for greatly focusing on consumer goods or mate-
rials and inputs for consumer goods production, it was
impossible to deny the fact that import had provided a large
sum of machines and materials for domestic manufacture,
and supplied plenty of consumer goods which helped to sta-
bilize the living conditions of the people. During the period
from 1957 to 1972, machines, equipment, and production
inputs accounted for 55% of the total import value in which
materials shared 33.9%, machines and equipment shared
21.1%.

Trade contributed very significantly in the integration of
different economic sectors, including industry, agriculture
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and service, in the linkage of regions like the rural and urban
areas, in the formulation of large economic and commercial
centers such as Saigon-Gia Dinh, in the development of a
unified market in the entire of South Vietnam, and in the
broading of the economic exchanges with foreign partners,
particularly the United States.

b) The bank system

As it was discussed above, trade was a sector that record-
ed a high profit rate in the economy of South Vietnam during
the period of 1954-1975, but that was not the highest rate.
Banking even got a higher profit rate than that in trade. The
profit rate in this sector often went up to the level from 25 to
60% of the investment capital, one of the highest rates. High
profit rate was one of the reasons leading to the strong devel-
opment of the bank system in South Vietnam during the
above period.

In the late of 1954 there were ten banks in South Vietnam
among which only two belonged to the Vietnamese, all the
others were foreign banks. To the early of 1975 in South
Vietnam, there were 105 banks, including four State-owned
banks of the Saigon Administration, namely the Vietnam
National Bank, the Vietnam Commerce and Credit Bank, the
Bank for Agricultural Development, and the Bank for
Technology Development, 32 commercial banks, and 69
rural banks run by private owners. Only 14 out of the 105
banks were foreign banks.

The bank system of South Vietnam during the 1954-1975
period not only rapidly increased in number, relatively well
equipped with modern facilities and performed by a relative-
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ly well-trained staff, but also relatively well organized into 3
lines of the central banks, the commercial banks, and the
development and investment banks which operated with their
proper functions and responsibilities and closely integrated
with each other in accordance with laws, particularly those
concerning banking and insurance. The Vietnam National
Bank monopolized the money supply, regulated the trading of
gold and foreign currencies, managed national reserves and
treasury and other practices related to the National Treasury
and public institutions. The commercial banks focused on
deposits and loans, and were responsible for transferring to
the National Bank an amount of reserve at least equivalent to
30-40% of demand deposits and 10-15% of timely deposits
of the banks. The rural banks operated the same as the com-
mercial banks, but concentrated in limited geographical areas
such as the rural districts of provinces and only provided
credits for businesses in rural areas, including agriculture,
forestry, fishing, and rural small trading and handicrafts. The
development and investment banks were of a special form of
finance which only used their own capital (which was main-
ly provided by the South Vietnamese Government’s budget
and American aid) in order to supply long-term credits of two
years or longer to guarantee and to finance the projects and
enterprises, to get involved in co-partnership and to control
the co-partnership, and to commit over-2-year-long deposits.
These three kinds of banks were intertwined in close connec-
tion in which the Vietnam National Bank played the central
role and influenced all the activities of the whole banking
system of South Vietnam during the 1954-1975 period.

The bank system played an important role in the devel-
opment of the economy of South Vietnam during the
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period from 1954 to 1975. The commercial banks alone
had in the early of the 1970s provided from 31.8 to 47.4%
of their total credits for industrial production, most of
which went to large private companies. anking activities
contributed significantly to the growth of trade, particu-
larly through the provision of credits to importers, the
development of the rural areas and agriculture, the mobi-
lization of capital, the reduction of cash flow in the mar-
ket, and the control of inflation. During the period of
1969-1972, total credits supplied by the commercial
banks accounted for only from 47.9 to 56.9% of the total
money they had received, this meant that a considerable
amount of money was kept in the banks. The commercial
banks also developed the transactions in checks, improv-
ing the habit of using checks instead of cash, helping to
raise the deposits of the people in order to facilitate their
living conditions and production. The banks increasingly
broadened their international exchanges, strengthening
the economic relations between domestic businesses and
their foreign partners, particularly the relations with
American banks.

¢) Capital formation and the multi-sector commodity
economy

Under French domination, the economy of Vietnam in
general, and that of the Southern part of the country in par-
ticular, were considered as the agrarian, feudal and semi-
colonial economy. French capitalists invested in several
plantations, mines, factories and developed some commer-
cial relations, banking, services, etc., but these businesses
were dispersed and scattered in separated and small areas,
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not yet integrated into a tightly-organized system, while
indigenous capitalists were too weak to concentrate and
form large capitals. Only to the period of 1954-1975, under
the influence of American capital, capitalist economic rela-
tions were developed strongly in the South of Vietnam, grad-
ually and increasingly replaced the old feudal and semi-
colonial relations. The concentration and formation of capi-
tal and the development of a multi-sector commodity econ-
omy which replaced the former small and self-reliant econ-
omy became the dominant and influencing factor of the
above development processes.

The process of capital concentration and accumulation
or capital formation in South Vietnam was most clearly
reflected through the two factors: the accumulation of cap-
ital; and the concentration and centralization of production.
As far as the accumulation of capital is concerned, the
number of enterprises with large capital was increasingly
developed. According to the figures collected by various
agencies of the Saigon Administration during the years of
1960 (by the Ministry of Labor), 1967 (the Task Force for
Postwar Plan Study), and 1973 (the National Economic
Development Fund), there were in South Vietnam in {960
only 6 companies with a capital of 5-50 million piasters,
and none of these companies had a capital of over 50 mil-
lion piaster. To the year of 1973 there were in the Saigon-
Cho Lon-Gia Dinh region alone 259 companies with a cap-
ital of 5-50 million piasters, an increase of 43 times, and 37
out of these companies had a capital of over 50 million
piasters each (based on the 1960 fixed price). Regarding
the concentration and centralization of production, the
number of large enterprises with over 50 workers increased
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4 times from 70 in 1960 in the whole of South Vietnam to
296 in 1973 in the Saigon-Cho Lon-Gia Dinh region alone.
In 1975, the People’s Committee of Ho Chi Minh City
made another survey in a larger area including the Saigon
region and its adjacent areas and acquired a much bigger
number of large enterprises in which those that had over 50
workers were raised from 73 in 1960 to 1,736 in 1975
(including 26 enterprises having over 1,000 workers), an
increase of over 23 times. The above number of 1973 would
surely be higher if it were to be added by the enterprises
located in the other parts of South Vietnam as it had been
done in the survey of 1960 rather than just those enterpris-
es based in the Saigon-Cho Lon-Gia Dinh region or Saigon
and its adjacent areas.

The process of capital concentration and accumulation
was reflected not only in the increase of the number of
large-scale enterprises, but also in the quantitative change
of their performance since the late 1960s and the early
1970s when occurred the merges of several industrial and
trade enterprises and banks into multi-functional and
monopolistic groups. For example, three companies MIC,
MITAC and BASTOS merged and dominated the tobacco
industry, or ten plastic enterprises joined together under the
leadership of the Thanh My Company which dominated
about 52% of the total production in the plastic industry.
Some banks such as the Vietnam Commercial and Credit
Bank bought a large proportion of shares in several State-
owned and private companies in industry, trade and service.
A number of large banks and firms in the Saigon-Cho Lon
region were merged to form the financial groups in that
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region. Apart from the merged and integrated groups, there
were private firms run by individuals or families such as the
Family of Ly Long Than who controlled important shares in
8 banks and mastered 17 trade companies; or Tran Thanh
owned 3 banks and the Thien Huong seasoning factory;
Pham Sanh was the Director of the Nam Viet Bank and also
the master of several printing, textile and import compa-
nies, etc.

Along with the process of capital concentration and
accumulation was the formulation of different new eco-
nomic sectors in the market economy of South Vietnam.
The large capitalist economic sectors which consisted of
the large private businessmen (including the above-men-
tioned 42,300 bourgeois), the State capitalists (the govern-
ment share grew from 15% NDP (net domestic product) in
1960 to 34% in 1972 - Dacy, p. 59) and compradors (not
large in number, but highly influencing the development
process) increasingly dominated the market economy of
South Vietnam. Small businesses which consisted of small
industries and handicrafts, small traders, middle peasant
households and individuals were large in number, but only
played a supplementary role as contractors or hired busi-
nesses. The feudal economic sectors became smaller and
smaller and almost disappeared during the final stage of
the Saigon Regime.

The capital formation process together with the develop-
ment of production and trade, banking and service, or free
business as a whole had really created a dynamic business
environment @wd a unified market in the entire of South
Vietnam during the early 1970s.
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2. Main components of the economic and social infra-
structure

a) The transport system

The investments in the infrastructure of South Vietnam
during the period of 1954-1975 came from the two main
sources: military expenditure and economic aid, in which
the former was far larger than the latter. As it was discussed
earlier, the United States in order to meet the demand of the
war had spent up to the early 1971 $400 million on road
building, over $66 million on ports, $100 million on water
supply, and $190 million on airports. The total spending in
these four fields were $756 million. The economic assis-
tances provided by the American Aid Mission in South
Vietnam (US AID) to invest in infrastructure were $280
million since 1956. These figures on the US investments in
the infrastructure of South Vietnam through military expen-
diture and economic aid during the period of 1954-1975
might not include all the investments in this area. However,
the total amount of these two kinds of investment in South
Vietnam’s infrastructure during the period was already
large, $1.036 billion.

The infrastructure of South Vietnam was much
improved thanks to the above investments. The road sys-
tem increased from 13,796 km in 1956 to 20,127 km in
1965 (of which tar road was 5,582 km), then to 20,930
km in 1973 (of which tar road was 6,751 km). The tar
road system which was constructed in line with high stan-
dards connected many towns and cities, many economic
and political centers. 85% of the total transportation of
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goods and passengers in South Vietnam was carried by
land roads.

The waterway system which was limited in its trans-
portation capacity compared to that of the road system also
played an important role in the transportation throughout
South Vietnam, particularly thanks to the existence of over
5,000 km of canals and ditches in the Cuu Long (Mekong)
River Delta. The large improvement of the waterway infra-
structure during this period was the upgrade and construc-
tion of seven commercial ports in South Vietnam, includ-
ing the ports of Da Nang, Quy Nhon, Nha Trang, Cam
Ranh, Sai Gon, Can Tho, and Vinh Long, not yet to men-
tion a number of military ports with high capacity. This
system of large commercial ports had made major contri-
butions to the increase of imports and exports to and from
South Vietnam. Within ten years, the number of maritime
ships arriving at and departing from these commercial
ports had increased over five folds, from 1,817 ships in
1962 to 9,254 in 1971. The total tonnage increased two
times from 11,515 thousand tons to 25,315 thousand tons;
and the total weight of goods transported increased nearly
4 times from 2,441 thousand tons to 8,893 thousand tons in
the same period.

Aviation registered the highest growth among all kinds
of transport in South Vietnam during the period of 1954-
1975. In 1954 there were in the South Vietnam about 20
airports; to the late 1960s the number increased to 150
airports, of which 15 were relatively modern such as the
Tan Son Nhat Airport, Bien Hoa Airport and Da Nang
Airport. At first, Vietnam Airways was the single largest
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company in the aviation market of South Vietnam; to the
late 1960s, several foreign companies were involved in
the market such as Air America, Continental Air Service
and others. The number of passengers and volume of
goods transported by air increased very fast. During the
period of 1968 —1971 for instance, the average number
of passengers traveling by air was raised to 1.3 million
people a year.

b) Industries and agriculture branches with new tech-
nologies

Although the industrialization was not developed in its
common sense during the period of 1954-1975 in South
Vietnam, several industries were in fact developed to meet
the demands of the war and to meet the consumption
demands of the people. Some of these industries such as elec-
tricity, water supply and consumer goods production were
developed not just for the temporary economic and military
needs at that time, but also continued to play a significant
role in the reconstruction and development of the unified
Vietnam later on.

Electricity and water supply were the two industries
which belonged to the economic infrastructure were
strongly developed during the period of 1954-1975.
According to the Terminal Report of the American Aid
Mission in South Vietnam (US AID) in 1976, the total
investments in electricity up to the end of the war was
$159 million, most of which were provided by the
American aid, and beside that a considerable amount came
from Japan ($56 million) and France ($11 million). The
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total capacity was 813 megawatts. The (South) Vietnam
Electricity Corporation controlled most of the power
plants which in 1970 provided 96% of the total electric
consumption in South Vietnam. The water supply industry
was also strongly developed, its capacity was raised four
times from 1962 to the end of the war (1975).

After electricity and water supply, most of the industries
which were developed in South Vietnam during the period
of 1954-1975 concentrated on consumer goods production,
particularly the following prominent industries or groups of
industries:

e Food and foodstuffs, beverage and tobacco, typical of
all were cane-sugar, beverage, canned food, seasoning,
vegetable oil, husking, food processing, foodstuffs and
tobacco;

o Textile;
e Paper making;

e Mineral processing, including cement and cement prod-
ucts, bricks and tiles, glass and ceramics;

e Wood, leather and garments, including wood processing

and wood furniture production, leather tanning, and gar-
ments for exports;

e Chemicals, including basic chemicals, Western medi-
cines, rubber, plastic, toothpaste, battery, and match;

e Basic metallurgy industry which mainly consisted of
factories to recycle such metals like steel, aluminum
and bronze as the waste of the war discards;
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e Metal products and mechanical engineering: Of this
group, the metal industries mainly produced the prod-
ucts such as wires, nails, barbed wires, steel nets,
steel buckets, and several electric appliances such as
electric lines, electric cables, electric fans, transform-
ers; while the mechanical engineering industries
operated mainly as small industries involving in
repairing, assembling and producing small mechani-
cal products;

¢ Construction industry, which was rapidly developed
not only to meet the economic demands, but also to
build the projects for military requirements such as
roads, bridges, sewers, culverts, ports, quays and
military bases. Expenditures for military construc-
tion during the period of 1965-1970 alone reached $2
billion.

One note-worthy feature of these industries was that
they started to apply some new technologies, most of
which were technologies of the 1960s’ generation import-
ed from the United States, Japan, Germany, France,
England and Taiwan through the sources of foreign aid and
investment. These technologies were both scattered in dis-
persed factories and/or concentrated on several large
industrial zones such as the Bien Hoa and Dong Nai indus-
trial zones, and started to confirm their advantages in effi-
ciency, productivity and quality of products. Table 7
showed that the productivity of modern industries was
normally higher than that of small and handicraft indus-
tries from 2 to 4 times.
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Table 7: Machinery and labor productivity in South Vietnam’s
manufacturing industries, 1967-1973

Industries 1967 1973
Machinery/ | Machinery General Large Small
laborer value situation industries industries
(million {million
piasters/lab| piasters)
orer)
nhlaleolale]e
| 021 3,583 0.60 {13,207| 1.50 | 648 | 0.300 | 1.75
il 0.1 1,853 049 |16,129] 049 | 191 | 0490 0.39
1] 0.34° 1,248° 0.84 [ 2100) 1.20 | 2.09 1 0.200 | 0.71
v 0.56 {2078 | 407 | 083 | 0.260 | 0.60
\Y 0.11 1,029 0.64 [12,0000 4.09 | 1.62 | 0.310 | 043
Vi 0.37 1,449 0.80 | 5500 1.24 | 1.01 | 0.052 | 027
ViI 0.08° 459° 0.83 | 2,000 | 0.85 | 1.75 | 0.700 | 0.52
Vil 0.35° [ 6,250°| 0.40° | 0.96° | 0.200°] 0.27°
1X 0.05
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Source: Sen, Table I1I-30, p. 201

I.  Food, beverage, tobacco.

Il. Textiles (in 1973 leather was included).

lil. Paper (in 1967 leather and rubber were included).
IV. Wood and wood products.

V. Chemicals {basic and processed).

VI Mineral processing.

VIi. Basic metallurgy.

VIII. Mechanics and machinery.

IX. Electric appliances.

(1).  Machinery/Laborer (US$ million /laborer).
(2). Machinery value (million piasters).

(3).  Machinery/Laborer (US$ million /laborer).
(4). Productivity (US$ million /laborer).

(5). Machinery/Laborer (US$ mitlion /laborer).
{6). Productivity (million piasters/laborer).

a=li+v
b=Vl + VIl
c= Vit +1X

Agricultural production also made some good progress
in the application of new technologies such as the strength-
ening of mechanization, chemicalization and irrigatization,
the using of new and high yield varieties, particularly dur-
ing the period since the mid-1960s when many countries in
the region raised a movement of “green revolution” and
when American aid to South Vietnam was strengthened in
parallel with a broader and stronger implementation of the
land reform. The introduction of mechanization, chemical-
ization, irrigatization and new varieties to South Vietnam’s
agriculture not only caused significant impacts on the
change of the productive forces and upgraded productivity,
but also played an important role in the transformation of
peasants’ farming habits towards the promotion of the appli-
cation of new technologies.

¢) Human resource development and labor mobility

The population growth of South Vietnam during the peri-
od of 1954-1975 was quite high with an annual rate of over
2.6%, hence leading to the increase of the total population of
the South from 12.7 million people in 1956 to 20.5 million in
the early 1975 of which 40% were living in the urban areas.

In spite of the high population growth, the limitation of
the economic development and the long and fierce war, edu-
cation in South Vietnam was still developed. The number of
primary school students (up to the 5th form), high school stu-
dents (to the 7th form) and college students increased con-
tinuously. Primary and high school students for instance
increased from 1.01 million in the academic year of 1957-
1958 to 3.5 million in 1970-1971. The number of primary
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school students compared to the total number of children at
the age of primary schools was raised from 38% in the aca-
demic year of 1957-1958 to 82% in the year of 1970-1971.
The corresponding percentage of high- school students
increased from 4% to 17% during the same period. The num-
ber of college students increased from about 11,000 in the
early 1960s to 57,000 in the early 1970s.

The literacy rate was raised thanks to the high enrollment
of students. In 1944, under the French domination, 80% of the
population of Vietnam did not know how to write and read; to
the year of 1971, according to the figures collected from the
survey in 16 provinces, the number of literate people above
the age of 15 was raised to 71% of the total population.

The more the people knew how to write and read, the
higher their knowledge were and the larger the press became.
In 1962 for instance there were only 30 daily newspapers in
South Vietnam with the total distribution of 540,000 copies;
to 1968, the corresponding figures were raised to 58 newspa-
pers with a total distribution of 1,542,000 copies.

Along with the development of general education, occu-
pational training also grew rapidly. Table 8 showed that the
number of people who were trained in both the public and
private sectors was 185,853 during the period of 1955-1970,
according to the statistics executed by the Ministry of Labor
of the Saigon Administration. This figure had not yet includ-
ed those people who were trained and worked at American
civil and military bodies which some time reached 150,000
people, and the people who worked at other foreign institu-
tions and a large number of technical and professional per-
sonnel working in the army (in 1973 this figure was 175,904
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people). The above trained workforce constituted a precious
source for the economy of South Vietnam not only during the
1954-1975 period, but also many years later.

Table 8: Occupational training in South Vietnam, 1955-1970

Training in the public sector Number of trainees  (1955-1970)

Ministry of Labor (32 people) 32494

Other ministries and departments (including the 27109

Defense Ministry)

Training in the private economic sector

Training at enterprises by law 6.324

Training at work 12835

Training at military and foreign institutions 47406

Training at private occupational schools 59,287

Total 185,853

Source: Sen, Table lil: 32, p. 202

Another point that needs to be emphasized is that though
the trained and educated labor in particular, the total work-
force or the whole population of South Vietnam in general

“were mixed up and distortedly distributed due to the war, it

became very active and dynamic and mobile, it was distrib-
uted according to different economic sectors which were sen-
sitive and adaptive to the market economy. The fact was that
such labor-force was very much exposed to the twenty-years-
long hardship of the mixed-up and the war-distorted econo-
my. That labor market and the capital, the commodity, the
service and other markets constituted major factors that
formed the multi-sector commodity economy, or the market
economy, in South Vietnam. That multi-sector commodity
economy was held back and damaged for about ten years by
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the “impatient idea of socialist transformation” (the
Vietnamese Communist Party - the 1991 Platform, p. 4).
Nevertheless, since implementation of the “Doi Moi” Policy
in 1986, that multi-sector market economy has been quickly
recovered and enhanced, thus making significant and active
contribution to the cause of renovation.

Reviewing of the economic relatidbns between the United
States and South Vietnam during the period of over 20 years
from 1954 10 1975 along with the legacies it left for the econ-
omy of South Vietnam. one may realize that there are still a
number of factors which would be used for the present devel-
opment such as the multi-sector commodity economy and
some economic and social infrastructures. However, the
overall assessment revealed that the destruction was larger
than the development, the losses were greater than the gains,
the costs were too high compared to the benefits, the growth
rates were too low to compensate the stagnancy in develop-
ment, and finally without development, the economy of
South Vietnam had fallen into a desperate poverty or in
Professor Herring’s words, “For all Vietnamese, the most
pressing and enduring legacy of the war has been economic
deprivation... conflict left the country in a shambles... per
capita income averaged around $100... of the 1990s, Vietnam
was still one of the world’s poorest countries. The infrastruc-
ture was in horrible shape...” (Herring, p. 303).

PART TWO

EMBARGO
AND SANCTIONS PERIOD
(1975-1995)

Currently in the United States, there are a number of
researches and written documents on American policies of
embargo and sanctions against many countries in the world,
including Vietnam. Some of these researches and documents
demonstrate as reviews or summaries of this policy such as
the book entitled “Economic Sanctions and American
Diplomacy” by Richard N. Haass, Council on Foreign
Relations, 1998, which includes eight chapters assessing
American sanctions against eight countries as China, Cuba,
Haiti, Iran, Iraq, Libya, Pakistan, former Yugoslavia, and the
final chapter analyzing the lessons and suggesting new rec-
ommendations for the reform of American sanctions policies;
or the book “Feeling Good or Doing Good with Sanctions-
Unilateral Economic Sanctions and the U.S. National
Interesr” by Ernest H. Preeg, Center for Strategic and
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International Studies, Washington, D.C., 1999, focusing on
American sanctions policies against five countries, namely
Cuba, Iran, Vietnam, Myanmar, China, and finally presented
some conclusions and recommendations for some changes in
American sanctions policies; another study is the article
“United States’s Economic Sanctions Against Vietnam-
International Business and Development Repercussions” by
Nick J. Freeman appeared in the Columbia Journal of World
Business, Summer, 1993, etc.

The main focus of this part is to study the American sanc-
tions and embargo policies against Vietnam. However, it
will be inadequate, partial and not objective if the study of
the case of Vietnam is not put into the context of overall
American embargo and sanctions policies against other
countries in the world as well. Therefore, in the two follow-
ing chapters (3 and 4), Chapter 3 will analyze the US poli-
cies of economic embargo and sanctions applied to different
countries throughout the world with an aim to review the
general embargo and sanctions policy of the United States as
a base for deeper inquiry into main task of Chapter 4 on the
US economic embargo and sanctions against Vietnam.
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Chapter 3

US EMBARGO AND SANCTIONS
THROUGHOUT THE WORLD

I. GENERAL SITUATION

Economic embargo and sanctions is an important tool in
American diplomacy. It has been continuously used by the
US Government since the First World War, and even more
seriously strengthened in recent years with ever greater and
heavier extents that the American President, Mr. Clinton
himself had to acknowledge that the United States has relied
too much on economic embargo and sanctions, and he
seemed to be disappointed to see the United States becom-
ing a country “fond of sanctions” (ND-People Daily, 21
June 1998). The current trend unveils that economic sanc-
tions would surely continue to be used by the US
Government as an important diplomatic tool for not a short
period of time, although it may be exposed to some amend-
ments, supplements, or reforms in order to be adapted to the
new world situation and to bring about more pragmatic or
more effective results for the United States.

During the period from the end of the First World War to
the year of 1998, the United States had imposed 115 sanc-
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tions against different countries, more than half of which
were implemented in the last four years of the period, two-
third of world population has been punished by this or that
kind of sanctions imposed by the United States. Up to now,
the United States has used 61 kinds of goods as its embargo
and sanction instruments in its trade relations with other
countries, it has used its embargo and sanctions to isolate and
blockade 35 countries (ND, 13 May 1998).

The main objective of the United States in carrying out its
economic embargo and sanctions against other countries is to
alter the activities and policies of the targeted governments
in order to force them to follow the US requirements or
demands, including the demand to reshape the basic nature of
a society’s regime and to alter important policies concerning
their national security. Richard Haass wrote, “sanctions can
be used for several... purposes: to coerce, to deter, and/for
punish... also... for the purpose of persuading the target to
alter or cease a specified activity or behavior... to reshape the
basic nature of another society or to alter policy in critical
areas of another country’s or entity’s national security”
(Haass, pp. 197 and 199).

The targeted countries under the US embargo and sanc-
tions have been changed depending on the developments of
world’s political situation. Under the Cold War, the main tar-
gets of the United States were the communist countries. Since
the end of the Cold War, United States has in its efforts to
becoming the leading superpower of the new world order not
only directed the main targets of its economic embargo and
sanctions on the remaining communist countries in the
world, but also other countries including those who used to
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have good relations with the United States but by now are in
the US terms posing the threats of terrorism, drug trafficking,
nuclear weapons, or those countries whose governments
according to the United States practice dictatorship and vio-
late human rights and democracy. During the period of 1993-
1996, the US Government had imposed 22 sanctions con-
cerning human rights and democracy, 14 sanctions for the
reasons of anti-terrorism, targeting at 13 countries (ND, 13
May 1998). '

The main measures and policies implemented by the
United States in its embargo and sanctions include the ban on
military products, the ban on economic aid, the embargo on
investment and foreign trade, the prevention of international
financial and economic institutions such as the World Bank
(WB), the Asian Development Bank (ADB), the International
Monetary Fund (IMF), etc., from provision of loans to the
countries under embargo and sanctions.

Il. IMPACTS OF US SANCTIONS ON DIFFERENT COUNTRIES

A question raised was that what results and consequences
have the embargo and sanctions brought about to the United
States and to other countries? The best answers may be the
lessons and recommendations that the American researchers
have drawn and proposed such as the 10 lessons and the 12
recommendations suggested by Richard N. Haass (Haass, pp.
197-211). According to these authors, the economic embargo
and sanctions implemented by the United States not only
waged direct and indirect impacts on targeted countries, but
also produced indirect effects on American allies and
American companies which have economic relations with the

97




targeted countries, that is, affecting the very interests of the
United States. In this part of our study, we will collect and
gather the research results of the above-mentioned scholars
on the two main kinds of results and consequences: on the
one side, those are the consequences (and results) on the tar-
geted countries; on the other, the results (and consequences)
on the allies of the United States and the United States itself.

1. Consequences and results on countries under embargo
and sanctions

The first lesson drawn out by Richard Haass was that the
sole economic sanctions, that is, economic sanctions without
a combination with other stronger measures such as military
and/or political interferences, could not force other nations
to reshape the basic nature of their societies or to alter poli-
cies in the critical areas of their national security. He wrote,
“Sanctions alone are unlikely to achieve desired results...
This lesson tends to all but rule out the use of sanctions to
reshape the basic nature of another society or to alter policy
in critical areas of another country’s or entity’s national secu-
rity” (Haass, pp. 197-198). According to Haass, the evidence
supporting these assertions is plentiful, such as sanctions
failed to get Saddam Hussein to withdraw from Kuwait or
change the regime in Iran; Fidel Castro continued to be in
place in Cuba; Libya refused to hand over to the US the two
suspects accused of responsibility for the destruction of Pan
Am Flight 103 over Lockerbie; Haiti’s junta did not accept
the election supported by the US; Serbia was not dissuaded to
follow the US line; China continued to export sensitive tech-
nologies to certain countries and remained a society ‘“‘unde-
mocratized” in the US terms.
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Secondly, though sanctions failed to reshape the basic
nature of another society’s regime, it has caused certain loss-
es, “from the modest to the fair significance,” to the targeted
countries, as it has made Iraq considerably weaker militarily
and economically, has forced China to restrain to some
extent in exporting nuclear and ballistic missile parts or tech-
nologies to countries other than Pakistan, has created stagna-
tion in economic development in Iran, Cuba, Libya, and has
caused economic and military losses for Pakistan.

Thirdly, sanctions have brought about some unforeseen
disastrous tonsequences for ordinary people, such as the
utmost destitution of life caused by sanctions in Haiti which
led to a large number of people who left their shelters and
home country behind and fled to the United States, hence
laying a heavy burden on the State of Florida; the serious
hunger and poverty of many ordinary people, particularly the
children and the old people in Irag; sanctions which have
restrained Iraq from exporting oil led to the decrease in the
oil supply in the world market which in turn caused the rise
of oil prices and harmed the global economy. Sanctions have
violated the basic principles of free trade set out by the
World Trade Organization (WTO), and that “‘stimulated chal-
lenges that have the potential to jeopardize the future of the
World Trade Organization” (Haass, p. 201).

Fourthly, in order to avoid the sanctions, prevention,
restrictions and pressures imposed by the United States, the
targeted countries have been forced to search for possibilities
and solutions to deal with their difficulties and hence they
have found new opportunities, new solutions and new ways
of doing things to guarantee their interests. For example,

99




when they were prevented from penetrating the US market
and cooperating with US companies, they shifted to other
and alternative markets and strengthened their ties with com-
panies in Japan, Europe, and emerging markets in Asia,
reducing their dependence on the United States and also
reducing their confidence in the United States, while turning
away from the United States to look for new friends, allies
and new sources of business.

2. Results and consequences on the USA and its allies

According to a research completed by the National
Association of Manufacturers (NAM), sanctions and embar-
goes have up to 1998 caused American enterprises a loss in
export of about $790 billion (ND, 13 May 1998). In 1995
alone, sanctions cost US companies between $15 billion and
$19 billion, and affected some 200,000 US workers. “In a
global economy, unilateral sanctions tend to impose greater
costs on American firms than on the target, which usually can
find substitute sources of supply and financing” (Haass, pp.
200 and 203).

There have also been other losses which were unable to
be calculated by money but they have become evermore
obvious. The fact is that American sanctions and embargo
seem to be increasingly discriminatory and heavier, violating
the principles of international law as well as American law,
causing losses not only to the targeted countries but also to
American allies, forcing them to raise their voices to strong-
ly condemn and criticize the United States both in public and
on international forums. For instance, American sanctions
against Cuba has caused losses to companies of American
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allies in Europe who have invested in that country, and of
course the US was complained by these companies.
Interferences and embargo have on the one hand increasing-
ly damaged the confidence in the United States, while on the
other hand led to the rise of anti-US spirit and attitude in the
world at large, “distracted attention away from the provoca-
tive behavior of the target governmerits, and made Europeans
less likely to work with us [the US] in éhaping policies to
contend with post-Cold War challenges... cause serious harm
to a variety of US foreign policy interests” (Ha\éss, p. 201).
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Chapter 4

US EMBARGO
AND SANCTIONS AGAINST VIETNAM

I. HISTORICAL PERSPECTIVE

Economic embargo and sanctions have, as it was dis-
cussed earlier, been initially used by the US Government
since the end of the First World War and became an impor-
tant instrument of US diplomacy against communist nations
during the Cold War period. In such historical context, the
first seed of the US embargo against Vietnam or in Professor
Frederick Z. Brown’s words, “the embargo’s prime purpose”
was sown in 1946 when the Truman Administration support-
ed the French Government to reestablish its colonial regime
against the development of communism in Vietnam, then
“the sanctions remained in place against North Vietnam after
the country was divided at the seventeenth parallel by the
Geneva Accords of July 1954,” and to the time when
Vietnam regained its independence and reunified the country
“in 1975, the embargo was extended in the same way to all
of Vietnam” (Brown, 1997, p. 203).

The US embargo against Vietnam has been regulated by
many different kinds of law, conditions and various economic
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and political instruments, among which the first to be men-
tioned was the Trade Agreements Extension Act approved by
the US Congress in 1951 providing that the MFN status should
not be granted to the communist nations and those countries
involved in armed conflicts with the United States. In Asia this
Act was first applied to North Korea and China, then to North
Vietnam in 1954 and to the whole unified Vietnam since 1975.
The Trade Agreements Extension Act was later supplemented
and strengthened by several other acts and regulations such as
the Foreign Assets Control Regulations which was based on
the 1917 Trading With the Enemy Act (TWEA-1917), ofien
called the US trade embargo, and the Jackson-Vanik
Amendment passed by the US Congress in 1974,

Implementing these laws, acts and regulations, the US
Government has imposed an almost comprehensive embargo
and sanction policy against Vietnam, including the prohibi-
tion of the exchange of visits among citizens between the two
countries; the banning of trade and investment of companies
from both countries; the punishment on the companies of the
third country which have economic relations with the United
States and develop commercial transactions with Vietnam;
the prevention of international financial institutions like the
World Bank (WB), the International Monetary Fund (IMF),
Asian Development Bank (ADB) from engaging in ecconom-
ic and financial relations with Vietnam and from providing
loans to Vietnam; the blockade or “freezing” the Vietnamese
Government’s assets at US banks (in 1994 Vietnam’s assets
in US banks were of $325 million and they were blocked by
the US Government, meanwhile US companies, most of
which were US petroleum companies, asked Vietnam to pay
their debts worth of $208 million).
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Nick J. Freeman described the main content of the US
Government’s embargo against Vietnam, which we think is
worth to quote at length here, as follows, *... there are two
basic constituent elements to the economic sanctions
imposed by the United States on Vietnam. The first is the
Foreign Assets Control Regulations pertaining to Vietnam, as
authorized under the 1917 Trading With the Enemy Act,
commonly termed the US trade embargo. With a few excep-
tions, all commercial transactions between Vietnam and ‘US
citizens and permanent residents wherever they are located,
all people and organizations physically in the United States,
and all branches and subsidiaries of US or organizations
throughout the world are illegal under the regulations. The
top penalties for violating the sanctions are 12-year impris-
onment, $500,000 in corporate fines and $250,000 in indi-
vidual fines. The trade embargo prevents not only direct and
indirect trade between the United States and Vietnam, but
also investment by US companies in Vietnam’s burgeoning
economy. It also has major ripple effects beyond the United
States; for example, any product with over 10% US-manu-
factured content also falls under the embargo restrictions.
Consequently, ostensibly non-US multinational firms must
also consider the likely consequences that commercial rela-
tions with Vietnam may have on their market and operations
in America, and a few allied governments - most notably
Tokyo - have, at least until recently, tacitly followed the
United States ban on private investment in Vietnam. The sec-
ond basic element of Washington's economic sanctions is its
veto on lending by the international financial institutions.
Despite the opposition of the secretariats and other member
countries, Washington has used its veto to prevent the World
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Bank, IMF and Asian Development Bank (ADB) from pro-
viding financial support on almost all development projects
in Vietnam... in urgent need...” (Freeman, p. 14).

The overall objective of the United States in their embar-
go and sanctions against Vietnam is obviously to continue to
pursue the aims that they follow during the period of war
(1954-1975), that is, to exhaust Vietnam economically and
isolate from the outside world, so that by the end Vietnam
must follow the conditions imposed by the United States as
“to support democratization and... basic human rights” in the
American terms (Preeg, p. 4-1).

Realizing this objective, the US Government imposed
series of conditions and used many different instruments in
order to enforce its embargo and sanctions on Vietnam. In
terms of conditions, the US Government required Vietnam to
search for their people Missing-In-Action during the War
(MfAs), to solve the problems relating to the Prisoners Of
War (POWs), to help the refugees to return to their homes
and to reharmonize with their communities under the pro-
gram called the Resettlement Opportunity for Vietnamese
Returnees (ROVR), to provide favorable conditions for the
Orderly Departure Program (ODP) of emigrants to the
United States and other nations, to realize the US conditions
on human rights, religion, democracy, to develop a market
economy based on the US standards, and so on.

The Vietnamese Government has so far, based on their
reality, cooperated with the US Government to deal with the
humanitarian issues, not all those conditions imposed by the
US Government. But to the US, all of these are the conditions
that Vietnam must carry out, otherwise the US shall continue
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to impose their embargo and sanctions on Vietham and
deprive Vietnam of the normal rights in the economic rela-
tions with the United States as those included the Bilateral
Trade Agreement, the Most-Favored Nation Status (MFN) or
the Normal Trade Relations (NTR), and other trade and
investment benefits embodied in the Generalized System of
Preferences (GSP), the US Export-Import Bank (EXIM
Bank), the Maritime Administration Funding (MARAD), the
Overseas Private Investment Corporation (OPIC), the US
Agency for International Development (USAID).

The abqve targets and measures reflect a contradiction in
the US policy of embargo and sanctions against Vietnam. On
the one hand, the US Government wants Vietnam to develop
a market economy and integrate it into the world economy,
that is, to build an open market economy. While on the other
hand, it uses its embargo and sanctions as obstacles to con-
tain Vietnam from its renovation process toward an open

"market economy, particularly since 1986 when Vietnam

started its policy of comprehensive renovation implying the
building of a multi-sector commodity economy, expanding
its economic relations with other countries, promoting its
economic alliance with the nations in Southeast Asia and the
Asia- Pacific region and the world, participating in the activ-
ities of international economic organizations, and laying
stress on the important role of the United States.

II. IMPACTS ON VIETNAM

US embargo and sanctions have in fact caused Vietnam a
lot of difficulties, the severity of which has been different
depending on the different historical periods, and it has been
lessening as time went by.
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During the period prior to 1975, US embargo and sanc-
tions had minor effects on Vietnam, or as it was evaluated by
Prof. Brown, “the embargo had little direct effect” (Brown,
1997, p. 203), because during this period, firstly Viet Minh
(1951-1954) and then the Democratic Republic of Vietnam
(North Vietnam, 1954-1975), were supported by socialist
nations and movements who provided them with different
kinds of assistance ranging from weapons to food and tech-
nologies, they had almost no economic relations with the
United States as well as with other Western countries, there-
fore, it made no difference whether US embargo and sanc-
tions were there or not.

To the period of 1976-1985, Vietnam faced a large and
cumulative deal of difficulties. It had to restore the economy
which had been badly damaged during the very long war
(several decades under the French and two decades under
the Americans) at the same time with the implementation of
the new industrialization policy in the context when the aid
from socialist countries was falling while the US embargo
and sanctions were strengthened. One might notice that the
US embargo and sanctions during this period had posed
rather drastic effects on Vietnam, turning Vietnam to be
more isolated from the world and pulling deeper into the
domestic social and economic crisis. During the period of
ten years after the War, the social and economic situation in
Vietnam had become worse and worse with the triple-digit
inflation (700-800% per year) prolonged for many years; the
severe shortage of food and consumption goods; the large
US aid which had been used to feed the whole consumption
society of South Vietnam with over 20 million people was
no longer available; industrial and agricultural production
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and services all went down and were unable to create new
jobs; while unemployment became more serious with
almost two million employees of the old Saigon
Administration and Army lost their jobs and about 1 million
youngsters grew up to enter the labor market but failed to
find jobs, not yet to mention of a large number of soldiers
demobilized; in addition, the economic policies character-
ized by “voluntarism” and restrictions on free trade had
become the obstacles impeding the development of a multi-
sector commodity economy, etc. All these challenges were
multiplied by the US embargo and sanctions which prevent-
ed Vietnam from approaching the assistances from outside
and provoked sabotage from inside, turning the situation
from bad to worse. The US embargo during this period was
like a sharp knife cutting further and deeper into the wounds
of the war which were already hard to heal, now became
even harder to heal.

During the period of 1986-1992, the positive and nega-
tive impacts of the US embargo on Vietnam became inter-
mingled. Vietnam still faced a lot of difficulties, but had
found the way out, both internally and externally.
Domestically, it was the comprehensive renovation of the
economic and social life. Externally, it was the appropriate
international treatment which helped Vietnam to find new
partners and supporters through the policy of making
friend with all nations and multilateralization and diversi-
fication of international relations. The renovation process
along with the policy of developing a multi-sector com-
modity economy, fighting bureaucracy and corruption and
abolishing subsidies had encouraged all social strata, stim-
ulated all economic sectors and promoted the development
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of industries, agriculture and services, producing an
increasing amount of goods for the society, particularly
agricultural products and food, reducing the scarcity of
consumer goods, bringing Vietnam from an importer of |
million tons of grain a year to an exporter of 1 million tons
of rice in 1989 and 2-3 million tons annually during the
following years, stabilizing the socio-economic situation,
lowering the annual triple-digit inflation to a rate of
around 10% per year.

Regarding foreign economic relations, the number of

companies from East and Southeast Asia invested in -

Vietnam have increased since the promulgation of the Law
on Foreign Direct Investment in December 1987, except
for about two years under the Asian financial crisis. The
volume of Vietnam’s export and import with the countries
in the region has also risen. These new sources have in part
compensated for the cut of aid from the former USSR and
other socialist countries, and more importantly, they have
created a new business atmosphere and a new way of
developing foreign economic relations in Vietnam, not
solely relying on foreign aid as it was the case during the
previous period.

To the early 1990s, many changes in the economic rela-
tions between Vietnam and other countries have taken
place. Some foreign companies and governments were
hesitating to assist or invest in Vietnam due to the US
embargo and sanctions. A survey of 27 top Japanese com-
panies indicated that the US trade embargo was regarded
to be the biggest stumbling block to enter Vietnam
(Freeman, p. 17). Meanwhile, many companies and gov-
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ernments from other countries came to invest in and help
Vietnam, despite the US embargo against Vietnam. In
November 1991, the Government of Singapore decided to
lift its own investment ban on Vietnam. In 1992, the
Japanese Government and several other governments and
international financial institutions pledged to grant devel-
opment aid to Vietnam. It may be true to say that the ren-
ovation policy of developing an open and multi-sector
commodity economy of Vietnam during this period had
helped Vietnam to escape from the internal socio-econom-
ic crisis and limit the US blockade and isolation of
Vietnam in the international arena.

In the period from 1992 to July 1995 when the US
President Bill Clinton announced the normalization of
diplomatic relations with Vietnam, the social and eco-
nomic situation in Vietnam and its relations with other
countries had been much more improved. Domestically,
Vietnam recorded an average annual economic growth
rate of about 8%. Externally, more and more nations had
established diplomatic relations and developed economic
ties with Vietnam. A noteworthy event during this period
was the Donors Conference held for the first time in Paris
with the presence of the representatives from 23 nations
and 17 international organizations, who committed to
help Vietnam in its economic reconstruction and devel-
opment, opening a new phase of the expansion of
Vietnam’s foreign economic relations. This showed that
Vietnam had basically escaped from the blockade and
isolation. The US embargo and sanctions had no longer
caused widespread adverse effects on different areas of
activities of Vietnam as it did previously. They had,
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instead, by then affected mainly the relations between
Vietnam and the United States, particularly prevented the
US companies from investing in Vietnam, offering the
Vietnamese market to companies from countries other
than the United States.

After 1995, though the United States has announced
the normalization of relations with Vietnam, the relation-
ship between the two countries has not yet been really nor-
mal, it is still under a process of construction, several
measures of the embargo and sanctions against Vietnam
have not yet been lifted, and Vietnam has not yet been
granted the status of “Normal Trading Relations” (NTR)
with the United States. As it was commented by Prof.
Brown, “The United States, of course, has never had nor-
mal relations with Vietnam, North or South, or with the
Vietnamese people... In this context, it is difficult to know
what normal really means. What is certain, however, is
_ that normalization is a process...” and to the present time
(1997 - the time the paper was written), “the US relation-
ship with Vietnam remains far from ‘normal’...” (Brown,
1993, p. 10, and 1997, p. 200). The embargo and sanctions
have still caused disadvantages to the relationship between
the two countries, though the extent of effect has been
lessened and concentrated mainly on the volume of
imports and exports between the two countries due to the
high tariff rates as the Trade Agreement has not yet been
signed, hence Vietnam has not yet been granted the MFN
or NTR status.

Some of the losses to Vietnam due to the US embargo and
withholding of its MFN or NTR status have been calculated
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in quantity in two research works, one was by Prof. Emest H.
Preeg and the other by two World Bank experts Emiko
Fukase and Will Martin.

According to Prof. Preeg, US sanction on US imports
from Vietnam through withholding of MFN status and,
related to this, tariff preferences under GSP, has had “the
greatest adverse impact by far on the Vietnamese econo-
my”. In 1997, for instance, less than 5% of Vietnamese
exports went to the United States, compared with an average
of 19% for the other ASEAN countries. With the total
Vietnamese exports of $8.7 billion in 1997, this represented
a differential loss to Vietnam of more than $1 billion, much
if not most of which can be attributed to the withholding of
normal, MFN access to the US market (Preeg, p. 4-6, 4-7
and 4-9) (See also Table 9). The loss of $1 billion was cal-
culated in just one year, would this figure be possibly raised
to $24 billion if they were to be calculated for the whole
period of 24 years from 1976 to 1999?

Table 9: US exports to and imports from ASEAN member
states for the first half of 1997 and 1998 ($ million)

Brunel ‘| Myanmar | Indonesia Laos Malaysia
Total Imports 26.50 54.10 4.201.30 7.00 | 8297.20
in 1997 (Jan-Jun) .
Total Exports 70.00 11.20 2.576.10 1.30 | 5,326.80
in 1997 (Jan-Jun)
Total Imports 66.74 12.31 4.353.36 10.67 | 872249
in 1998 (Jan-Jun)
Total Exports 73.61 7343 1.072.89 279 | 497376
in 1998 (Jan-Jun)
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The Singapore | Thailand | Vietnam | Cambodia’
Philippines

Total Imports 4,71060 | 9690.70 [ 5,261.73 219.80 18.10
in 97 (Jan-Jun)
Total Exports 377490 | 87,289.00 | 2,601.71 144.00 14.30
in 1997 (Jan-Jun)
Total Imports 5761.09 | 767395 | 5740.10 245.45 129.22
in 1998 (Jan-Jun)
Total Exports 3417.50 | 77,74553 | 3.621.90 131.60 5.06
in 1998 (Jan-Jun)

*

By the time the paper was completed, Cambodia had the observer status in ASEAN.

** In 1997, the ASEAN countries share of total exports going to the United States
were Malaysia 19%, Indonesia 14%, Singapore 18%, Thailand 19%, Philippines
34%, and average of all ASEAN countries other than Vietnam was 19% (Preeg, p.
4-6, and Endnotes 4, p. 4-22).

Source: David G. Brown, Southeast Asia: One Year After the Outbreak of the
Financial Crisis, and Policy Implication for the United States, Special Report,
Asia Program, the Woodrow Wilson Center, November 1998, p. 26.

The impacts of US embargo and sanctions on Vietnam were
also very obviously reflected in the area of investment. After the
US Government announced the lifting its embargo and sanc-
tions against Vietnam and started to normalize its relations with
Vietnam, from 1995 to the middie of 1999 about 400 US com-
panies have invested in Vietnam with a committed amount of
around $1.3 billion. It was obvious that during the earlier years
no US companies were permitted to invest in Vietnam due to
the embargo, hence such an investment was not made possible.

The damage made by the US embargo on Vietnam’s
imports from the US was not large because of the fact that
imports from the United States accounted for only 3% of the
total import value of Vietnam due to Vietnam’s limited pur-
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chasing power and its market direction has been oriented
toward other cheaper sources of imports.

To calculate in more details the adverse impacts on
Vietnam’s exports to the United States caused by the high tar-
iffs due to the US withholding of its MFN status in the trade
relationship with Vietnam, Fukase and Martin worked out a list
of 42 items which accounted for 99.9% of total US imports
from Vietnam in 1996 (Table 2, p. 5) and based on it to analyze
the rises and falls in the trade relations between the two coun-
tries. The results of the study were reflected in Table 10 by
which Vietnam'’s exports to the United States in 1996, if the
MEFN status was granted, “would more than double”, with an
increase of $430 million plus to the actual figure of $337.5 mil-
lion, resulting in a total of $767.5 million. According to this
table, most of Vietnam’s exports to the US were more likely to
increase, among which apparel exports showed a possibility of
the highest growth rate of more than fifteen times (1,512%),
followed by basic manufacturing with an increase of over three
times (329%). Two industries may increase over twofold each
including electronics and machinery (284%) and textiles
(241%); two industries may increase over 100% each including
light manufacturing (147%) and beverage and tobacco (125%).
Some sectors may increase less than 100% including chemical,
rubber and plastics (64%), processed agriculture (19%); only
one group of products in the sector of agriculture and forestry
would record a fall of 1%.

Beside the US market, the US granting of MFN or NTR sta-
tus to Vietnam may also enable Vietnam to raise its exports to the
countries other than the United States with a total value of $250
million, of which apparels would rise by 38%; beverage and
tobacco up by 18%; chemical, rubber and plastics up by 14%; on
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the contrary, several other exports may decrease, including raw
products of agriculture and forestry, light manufacturing, elec-
tronics and machinery each of which would be possibly down by
3%; processed agriculture and textiles each down by 2%, basic
manufacturing down by 1% (Fukase and Martin, pp. 11-12).
This means that the losses caused by the embargo which pre-
vented Vietnam from exporting to the US and other markets
would be double ($680 million) compared to the real volume of
Vietnam’s exports to the US market in 1996 ($337,5 million).
Accordingly, if the possible increases in Vietnam’s export to the
United States and that to other countries were to be combined
when the United States granted its MFN or NTR status to
Vietnam, the then total export increase and the current actual fi g-
ure of Vietnam’s export to the United States and related markets
would be three times as much as of the current figure.

Table 10: Changes in Vietnam’s output & exports to the United
States and the world when US MFN status was
granted to Vietnam

Changes in Exports Changes in Output
Value Changes Percentage
Changes
@ —~ @ —_
e 5E 12 58| €| =
Be | 22| 8| e2| § | 5
f4 | 85 85| 82| & £
W= RS W = S
CLO Clothing 384.0 332.0 | 1,5120 | 38.0 310 0.10
LMF Light
Manufacturingl  23.0 28.0 1,47.0 -3.0 3.0 0.00
BMF Basic
Manufacturing| 4.0 1.0 329.0 1.0 -2.0 0.00
CRP Chemical,
rubber,
plastics 12.0 11.0 64.0 14.0 2.0 0.00
MCE Electronics
and Machineryp 1.0 2.0 284.0 -3.0 2.0 0.00
PCP Petroleum
products -0.1 0.00
TRP Transport
equipment 4.3 0.01
Total 4300 § 2500

Changes in Exports Changes in Output
Value Changes Percentage
Changes
e= £Z e .. £ = 9
gEl 25| g€ 2% T | €
82| €5 | gu | £3 g S
52| 85| 5> | 82| = 5
| 52 a >
AGR Agriculture
and forestry 2.0 -31.0 -1.0 -3.0 0.7 0.00
PAG Processed
agriculture 10.0 -21.0 19.0 2.0 -2.0 0.00
BTP  |Beverage and
tobacco 1.0 1.0 125.0 18.0 -1.2 0.00
COG__ |Coal,oil, gas| 3.0 -5.0 4.0 0.0 -0.5 0.00
TEX Textiles 0.4 4.0 241.0 -2.0 7.0 -0.03
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Source. Fukase and Martin, Table 4, p. 11 and Table 5, p. 13

In Table 10 the possible increases and decreases in the
outputs of several industries in the two countries once
MFN status were granted were also taken in to account.
The Table shows that Vietnam would have three industries
whose outputs would increase, of which garments would
gain the highest growth rate (31%), followed by textiles
(7%), then chemical, rubber and plastics (2%). The outputs
of other industries would, on the other hand, decrease,
among which the biggest drop would be in the area of
transport equipment (4.3%), light manufacturing (3%),
basic manufacturing, electronics and machinery, and
processed agriculture (each sector down by 2%), beverage
and tobacco (1.2%), agriculture and forestry (-0.7%), coal,
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oil and gas (-0.5%), and petroleum products (-0.1%). As
for the US side, the growth and fall would be very margin-
al, only one sector, namely transport equipment, was found
with a possible decline of output of about 0.01%, while
nine other sectors may keep unchanged with their outputs
standing at 0%. These include agriculture and forestry,
basic manufacturing, beverage and tobacco, coal, oil and
gas, chemical, rubber and plastics, light manufacturing,
electronics and machinery, processed agriculture, and
petroleum products. There are two sectors whose outputs
might decrease just a little, namely garments (-0.1%) and
textiles (-0.03%).

Table 11 indicates several major and general outcomes
to both Vietnam and the United States once the United
States had granted its MFN or NTR status to Vietnam.
According to this Table, Vietnam would with the US MFN
or NTR be able to raise the total volume of its export by
2.1% and the terms of its foreign trade by 1.5%, hence its
total export value would increase by 3.6%. The earnings in
foreign currency from exports would therefore also rise
thank to the increase in export value, enabling Vietnam to
have more money to support its imports, and through the
growth in imports obtain an increase in its tariff revenues of
about $44 million. The improvements in the efficiency of
foreign trade would thus lead to the more rational realloca-
tion of resources which enables Vietnam to raise the total
efficiency of the whole economy (e.g. to improve the gen-
eral equivalent variation - the EV), to increase the carnings
for the economy by $118 million, of which the increase
thanks to the improvement of the terms of foreign trade
would be $73 million and the increase in earnings obtained
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from rational reallocation of resources would be $45 ril-
lion. In accordance with the increase in the income of the
whole economy along with the more suitable reallocation
of resources, particularly the three major resources of labor,
capital and land, the income of the workers and that from
investment returns also increased, in which the wages of
the skilled workers and unskilled laborers would rise by
1.4% and 1.6% respectively, while investment profits
would be up by 1.3%. On the contrary, the earnings from
land would fall by 2.9%.

The calculations presented above are based on the statis-
tics of just one year, 1996, therefore the results only showed
the rise and fall in 1996 alone. As for the long-run, the two
authors Fukase and Martin suggested that Vietnam may ben-
efit as China has got when the United States granted its MFN
or NTR status to Vietnam, because of the similarity in the
trade patterns of the two countries.

There would be certain impacts on the United States
when its MFN or NTR status were to be granted to
Vietnam, but these impacts would not be as big as those on
Vietnam. The US economy might receive $77 million
thanks to the better reallocation of resources but, on the
other hand, they might lose $21 million due to the down-
grade of its terms of foreign trade as the US demand for
imports from Vietnam is presumably to rise. To sum up, the
US economy would possibly benefit only $56 million,
which is less than a half of the total $118 million to be
earned by Vietnam.
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Table 11: Key results of the US granting MFN status

for Vietnam
Elasticity ) Elasticity Elasticity
Standard Minus 50% Plus 50%
VN us VN Us VN us

Export Value (%) 36 0.010 0.9 0.002 | 12.1 | 0.040
Export Price (%) 15 -0.002 0.6 -0.001 | 33 |-0.005
Export Volume (%) 21 0.010 0.3 0003 | 88 | 0.040
Price Index (%) 0.8 0.000 1.7 0010 | 04 0.000
Real Income per 0.9 0.001 04 0000 ] 24 |-0.003
Capita (%)
Tariff Revenues ($ mil.) 440 3.000 10.0 |-16.000| 150.0 | 60.000

Real Return thanks to
Production Factors

Land (%) 2.9 0.02 -0.5 0.01 95 | 0.06
Unskilled Labor (%) 16 0.00 0.6 0.00 4.1 0.00
Skilled Labor (%) 14 0.00 0.6 0.00 35 0.00
Capital (%) 1.3 0.00 0.6 0.00 3.1 0.00
Decomposition

of Equivalent

Variation (EV)

Total EV ($ mil.)

of which 118 56 51 9 315 175
Allocative

Component ($ mil.} 45 77 12 20 151 23t

Terms of Trade

Component ($ mil) 73 21 39 -11 164 -56

Source: Fukase and Martin, Table 6, p. 14

lll. IMPACTS ON THE UNITED STATES

It has become a mode in a number of US universities to
teach what is called “win-win game” theory or policy in
which both sides win. In the case of the US embargo and
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sanctions against Vietnam, it was certainly not a “win-win
game”, nor a “win-loose game” as it was presumed when the
game started; as the time passed such kind of embargo and
sanction policy has turned to be “a loose-loose game,” an
outcome which would surely not be as what was expected by
the United States 20 years ago.

Through the ups and downs of the Vietnam-US relation-
ship, many people in the United States have gradually and
increasingly realized that the US embargo and sanctions
against Vietnam caused adverse impacts not only on
Vietnam, but also on the United States, particularly since the
late 1980s to the present time.

“While the thrust of American policy has been to isolate
Vietnam, the United States increasingly finds itself isolated
over that policy” (Williams, p. 79).

The above assessment by Michael C. Williams about the
impacts on the United States caused by its embargo and sanc-
tions against Vietnam is quite true. It not only revealed the
main purpose of the embargo as “to isolate Vietnam,” but
also indicated the entire process of the implementation of this
policy along with the changes in the situation of those who
imposed it and those who suffered it. Reviewing the impacts
of the US embargo and sanctions against Vietnam, it is pos-
sible to see how much they were on the United States itself
during different phases. During the period of 1976-1985, for
instance, when Vietnam had to face with many difficulties,
US embargo and sanctions had made Vietnam more difficult
and more isolated. In the period from 1986 up to now, the
social and economic situation in Vietnam has been much
improved and foreign relations have been more expanded as
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a result of its comprehensive renovation policy, the negative
effects of the US embargo on Vietnam have been lessened,
while those on the US companies have become greater and
the United States has become increasingly isolated from the
world because of its own policy.

“The international response to the Vietnamese economic
reform initiative was broadly positive except for the United
States. Japan was first and foremost in building commercial
ties supported by a large bilateral economic aid program
concentrated on infrastructure projects. ASEAN and some
European countries... moved forward quickly in 1989... In
parallel, the World Bank provided policy advice on econom-
ic reforms... and restored its landing program... The United
States thus became odd nation out in the rapidly opening
Vietnamese economic relationship... Vietnam became wide-
ly viewed as a potential new Asian tiger of sustained high
economic growth and market opportunity and American
companies became concerned about being left behind as
Asian and European competitors rushed to establish them-
selves in the Vietnamese market” (Preeg, p. 4-2).

The losses to the United States due to their own embargo
and sanctions were reflected in all three areas of import,
export and investment, of which the greatest were the losses
in export, followed by investment and then import.
According to Ernest H. Preeg, at the time the United States
lifted the embargo on Vietnam in 1994, US market share in
Vietnam was less than 1% of Vietnam'’s total merchandise
imports of $6 billion. Compared with a US market share of 12
to 20% in other ASEAN countries, this equates to a loss of
$700 million to $1.2 billion in US exports. To 1996, when

122

Vietnam’s total import value rose to $14 billion, the US-
exports still accounted for below 5% of the import market
share of Vietnam, as compared to the US market share in
other ASEAN countries, this implies an even greater loss of
$1-2 billion. If the US export of services, which covered 27%
of total US exports, was taken into account, the total loss in
US exports to Vietnam in 1996 increased to $1.3-$2.6 billion.

In respect of investment, the embargo and sanctions pre-
vented the US companies to enter Vietnam during the peri-
od from late 1987 when the Law on Foreign Direct
Investment was issued to 3rd February 1994 when President
Bill Clinton announced the lifting of the embargo against
Vietnam. After six years being prevented, US companies,
having aggressive investment strategies and recognition by
the Vietnamese government of the high technical standards
and management competence of US companies, quickly
entered Vietnam market and only 2-3 years later became
one of ten major investors in Vietnam. Thanks to this the
US companies have been able to overcome their weakness
caused by the delay, hence “the overall adverse impact of
unilateral sanctions has been less severe for US investment

than for exports” (Preeg, p. 4-11).

The embargo’s impacts on US imports were not large.
Though the imports from Vietnam to the United States may
be cheap or profitable for the US consumers, the same kinds
of goods from Asia have now been abundant in the US mar-
ket. This causes a fierce competition against US domestic
producers, and because of that the US Government has
imposed quotas to wearing apparel and textiles from for-

eign countries.
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Thus, the US embargo and sanctions against Vietnam
though did not cause as many difficulties to the United States
as they did to Vietnam, they had in fact caused adverse
effects on the United States, both qualitatively and quantita-
tively, and made up a loose-loose game to both sides. Such a
game cannot avoid being brought to an end by the very one
who initiated it.

IV. LIFTING THE EMBARGO

Although more and more Americans have been aware that
the trade embargo has become disadvantageous to the United
States itself and that it is not fair to keep imposing the embar-
go on a small country which has never made any harm to the
US interests, it is still difficult for the United States to lift its
embargo against Vietnam, because in the United States along
with the majority who want to remove the embargo, close the
sorrow past and open a new bright page of history in the rela-
tionship between the two countries, there is still a number of
people who continue to keep living in hostility and want to
prolong the embargo and sanctions against Vietnam, to drag
on the game that hurts both sides.

Irwin Jay Robinson, a partner in the law firm of Phillips,
Nitzer, Benjamin, Krim, and Ballon, and Chairman of the
Vietnam-American Chamber of Commerce wrote following
words in September 1993, a few months before the embargo
lifted, “The fact is that our [American] Government’s poli-
cies toward Vietnam are dictated by a small, unrepresenta-
tive group of selfish people controlling MIA/POW organiza-
tions who are stabbing American business and labor in the
heart... [by] the foolishness and futility of its embargo...
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Tragically, we have failed to take advantage of the opportu-
nities that exist to work out long-term relationship with the
Vietnamese Government and people who will help both our
business and security interests.. The current US
Government policy of allowing American companies to sign
contracts to trade with and/or invest in Vietnam but pro-
hibiting them from implementing such contracts is hypocrit-
ical in the extreme. The current US Government policy of
allowing the IMF, the World Bank, and the Asian
Development Bank to extend loans and assistance to
Vietnam without permitting American companies to partici-
pate in the projects generated by such loans and assistance is
simply preposterous. Finally, America must stop punishing
itself with its memories of the Vietnam War”(Robinson, I. J.,
1993, p. 11 and 18).

In 1993, Senator John F. Kerry also wrote, “The time has
come for us to replace the hostility and mistrust of the last
eighteen years with reconciliation and reconstruction. We
can build a mutual beneficial relationship with Vietnam if we
have the courage and the foresight to do it” (Kerry, p. 15).

In the early 1994, Senator John McCain wrote in an arti-
cle titled “Improved relations serve US interests”, “1 support
it [the improvement of the relationship with Vietnam-D]
because [ believe such a move is in the interests of the United
States, as well as the people of Vietnam” (McCain, p. 10).

In the context of non-clear-differentiation of who being
superior between a decreasing number of aggressive people
who have a louder voice and want to prolong the embargo
and sanctions against Vietnam versus an increasing number
of moderates who want to put an end to the tense relationship
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and remove the embargo and sanctions and establish a
friendly, cooperative and mutual beneficial relationship
between Vietnam and the United States, the Road Map which
was announced by the Administration of President Bush in
April 1991 as a timetable for normalization of relations with
Vietnam, was a big and realistic effort, an acceptable instru-
ment to be used for the phase-out of the embargo. In terms
of the equality and mutual respect among independent and
sovereign nations in the modern world, the Road Map is not
yet a gesture of equality because it was an unilateral imposi-
tion on a weak country (Vietnam) by a powerful nation (US)

in which the stronger forced the weaker to comply to the con- -

ditions of the stronger. In terms of goodwill, however, the
Road Map is really a good will, it reflects an expectation to
remove the obstacles or the bottleneck existing in the rela-
tionship between the two countries. In practice, the Road
Map is really an important effort to concretize the rules and
acts, to reconcile the different opinions and to moderate the
different factions in the United States in order to bring the
relationship between the two countries out of its impasse,
divide the process of lifting the embargo into specific steps
and actions to reach practical results, resolve difficulties pre-
vailing through several decades with an aim to close the past
and open a new page in the history of the relationship
between the two nations.

The Road Map implies the conditions, the instruments
and the concrete steps oriented toward the lifting of the
embargo and the normalization the diplomatic relations
between Vietnam and the United States. These conditions
and instruments are connected by the United States in a
“Four-Phase Road Map” (Preeg, p. 4-3). Vietnam had never
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officially recognized the Road Map as it was a unilateral
scheme set up by the United States. But as it was analyzed
earlier, Vietnam has been realistically minded in collabora-
tion with the United States in dealing with the humanitarian
issues such as the MIAs, POWs and several other matters
which Vietnam found reasonable. What Vietnam has done is
also in the interests of the United States, meeting the US
requirements pointed out in the Road Map, so they have been
accepted by the United States as the factors enabling the US
Government to gradually loosen its embargo and sanctions
against Vietnam.

A year after the announcement of the Road Map by the
United States, there had been a number of positive outcomes
in the Vietnam-US cooperation, particularly those relating to
the solving the MIAs issue, the implementation of the Paris
Peace Treaty on Cambodia, and the creation of favorable
conditions for the Vietnamese immigrants to orderly depart
to the United States. In response to those positive results, the
Administration of President Bush started in the early of 1992
the implementation of the First Phase of the Road Map, part-
ly loosening the embargo by lifting the restrictions on the US
citizens traveling to Vietnam and opening diplomatic negoti-
ations with Vietnam. To December of the same year the Bush
Administration made another move to implement the Second
Phase by opening Representative Offices in Washington and
Hanoi to further boost up the ties between the two countries,
permitting US companies to open their offices and sign con-
tracts in Vietnam, and implementing a number of measures
to promote and support their trade and investment in
Vietnam, but not yet allowing these companies to execute
their trade and investment contracts.
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Under the Clinton Administration, the cooperation
between Vietnam and the United States in humaniterian
issues, particularly the one concerning MIAs, has been con-
tinuing and has reached greater progresses. On the 3rd
February 1994, President Clinton announced the launch of
the Third Phase lifting the US embargo on its trade and
investment in Vietnam (Preeg, p. 4-3). After this decision
was taken, a series of US companies have come to engage in
investment and business in Vietnam.

On the first anniversary of the lifting of the embargo, the
Vietnam Business Journal (Jan-Feb., 1995) informed as fol-
lows in one of its articles entitled “Embargo Anniversary”:
“since February [1994]... on the list of foreign investment by
country... the US’s rise in rank... ahead of Thailand (13),
Russia (15), Canada (18), and China (28), to number twelve
at the year end. With 28 projects worth a dollar commitment
of more than $270 million... the newly formalized American
Chamber of Commerce in Hanoi and HCMC, already boast-
ing nearly 90 members in Hanoi alone, all US companies.”
These lines expressed the satisfaction of US businessmen a
year after the embargo lifted, opening opportunities for them
to do business in Vietnam.

However, in the same issue of the Joumal a survey was
made to interview US companies and it was found that these
companies were not very active yet, though they have entered
Vietnam and had high expectations on the Vietnamese market.
The following seven reasons referred to in their answers reflect-
ed their reluctance and inactiveness in investment in Vietnam:

1. Lack of law: *“The reason why Americans have not been
as active may be because American businessmen are
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ruled by lawyers, and their lawyers are saying wait, and
that Vietnam is not ready yet” (Ross Nicholson,
Vietnam Country Manager, DHL EXPRESS).

. Bureaucracy: “I don’t see the interest... as bureaucracy

dwindles... It’s been five months since we submitted
our land use permit - five months in bureaucracy, and
even the SCCI is aggravated. Everybody and his grand-
mother need to look at it” (Al DeMatteis, Director of
operations, DEMTTEIS VIETNAM, President,
AMCHAM).

. Poor Infrastructure: “Presently, infrastructure of all

types is needed, but so far it’s been slow to put into
place” (James Taylor, Senior Partner, STROOCK &
STROOCK & LAVAN).

. Non-MFN Starus: “The lifting of the embargo was the

biggest non-event of the year. I am concerned that...
granting of MFN status by the US government to
Vietnam... is still one or two years away. At the same
time I believe that the Clinton Administration is too
slow in lifting EXIM Bank restrictions that limit avail-
ability of concessional interest rates to US companies
seeking to do business” (Raymond Eaton, Chairman,
EXPORT TRADE AND DEVELOPMENT).

. Lack of short-term interest: “Those in it for quick buck,

it’s not going to happen. We are in it for the long run...
We’ll still be here in 15 years.” (Steve Orman, Chief
Resident Representative, IBM).

. Uncertainty: “... a situation that’s still uncertain.

There’s more urgency on the part of the Vietnamese in
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developing their framework to make foreigners com-
fortable to do business here” (Chuck M. Searcy,
Country Manager, VIETNAM VETERANS OF
AMERICA FOUNDATION).

7. The embargo still in place: “‘A number of issues that
inhibit investment remain outstanding. We (the US
Government) haven’t normalized trade relations or
diplomatic relations - in effect we still have an embar-
go on Vietnamese trade imports. As a consequence, the
type of early stage US investments, garment, textile,
low-tech industries... all the problems in investing in...
emerging market” (Jeff Swiggett, Regional Director,
CT&D CORP).

Some of the above mentioned ideas by US businessmen
referred to the social and economic policies and the infra-
structure of Vietnam. The US business circle also let us know
that with the lifting of the embargo, a number of impedi-
ments to Vietnam-US economic relations has been removed,
but there are still major outstanding problems such as the
Bilateral Trade Agreement and the MFN or NTR status yet to
be done until the normalization of the relationship between
the two countries. These matters will be further discussed in
the following parts.
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PART THREE

NORMALIZATION
PERIOD

(SINCE 1995)

On 11th July 1995 the US President Bill Clinton formally
announced “the normalization of diplomatic relations with
Vietnam™ (Clinton, p. 551-552). In this announcement he
emphasized “normalization of our (USA) relations with
Vietnam is not the end of our effort.” He pointed out a num-
ber of issues that the United States has intended to accomplish
before and after the announcement of the normalization of
diplomatic relations with Vietnam, including the following:

e Firstly, regarding the MIAs and POWs issues, he realized
that since the time he announced the lifting of the trade
embargo against Vietnam in February 1994 “In 17
months, Hanoi has taken important steps to help us resolve
many cases.” He believed “With this new relationship, we
will be able to make more progress... and Vietnam has
pledged it will continue to help us find answers.”
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e Secondly, in respect to the economic relations, he said,
“we will begin to normalize our trade relations with
Vietnam, whose economy is now liberalizing and inte-
grating into the economy of the Asia-Pacific region.
Our policy will be to implement the appropriate United
States Government programs to develop trade with
Vietnam consistent with US laws.”

e Thirdly, he linked the implementation of the trade pro-
grams with the demand to discuss and realize such
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issues as “human rights”, “labor rights” and “religious

freedom”. He stated, “many of these programs require

certifications regarding human rights and labor rights
before they can proceed. We have already begun dis-
cussing human right issues with Vietnam, especially
issues regarding religious freedom. Now we can
expand and strengthen that dialogue.”

e Fourthly, he recognized the independence of Vietnam,
but at the same time proposed the development of “the
cause of freedom” and the “democratic reform” in
Vietnam in the US terms. He declared, “I... will advance
the cause of freedom in Vietnam, just as it did in
Eastern Europe and the former Soviet Union... engaging
the Vietnamese on the broad economic front of eco-
nomic reform and the broad front of democratic
reform... Today, the Vietnamese are independent, and
we believe this step will help to extend the reach of

freedom in Vietnam...” -

These are the four major and crucial issues in the rela-
tionship of the two countries, some of which such as the
POWs and MIAs issues have been well-managed and gained
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positive results thanks to the active cooperation between
Vietnam and the United States. Nevertheless, there still needs
to be greater and more constructive efforts from both sides in
resolving the other issues in order to build cooperative and
mutual benefit relationship between the two nations.

Though there are still many problems needed to be solved
by the two countries, we may agree with the assessment of
Christopher Coughlin of Hanoi’s VATICO who served in the
Office of Congressman Benjamin Gilman, and Chairman of
the Committee on International Relations, that with its
tremendous’ efforts in the normalization of relations with
Vietnam, “To date, the Clinton Administration has done
more to advance US-Vietnam relations than any
Administration since the war” (Coughlin, p. 24).

The decision on the normalization of diplomatic relations
between Vietnam and United States announced by President
Clinton on 11th July 1995, as Winston Lord, Assistant
Secretary for East Asian and Pacific Affairs stated, opened
“A new phase in US-Vietnam relations” (Lord, p. 555-556).

In this new phase of Vietnam-US relationship, the war,
embargo and sanctions have been and are to be replaced by
constructive efforts to develop mutual-benefit relations and
multi-faceted cooperation between the two nations.
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Chapter 5§

COOPERATION ACROSS
A BROAD RANGE OF ISSUES

Vietnam’s Deputy Prime Minister cum Minister of
Foreign Affairs Nguyen Manh Cam, stated during and after
his official visit to the United States from 29th September to
2nd October 1998, that “the United States is a powerful
nation of great potential in respect of economy, science, tech-
nique, technology and capital... Therefore we atrach great
importance to the building of a long-term and multi-fuceted
cooperation with the United States in compliance to the
implementation of an independent, self-reliant and wide-
open foreign policy of multilateralization and diversifica-
tion”. And on the US side, he said, “through the visit we real-
ized that in the US from the politicians at the Administration
and Congress to businessmen and members of social and sci-
entific organizations, schools and research institutes, gener-
ally speaking, all wished to enhance thé increasingly exten-
sive, multifaceted and efficient relations with us (VN) on the
basis of mutual respect and mutual benefit”. Also in Deputy
Prime Minister Nguyen Manh Cam’s words, in order to
develop those multifaceted relations, “The two sides agreed
to accelerate the trade and economic relations as the first step
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to move forward to the full normalization of relations as
agreed in 1995 when the two countries established diplomat-
ic relations” (ND, 7 and 10 October 1998. Italics).

|. ECONOMIC COOPERATION
1. Trade

After the normalization of diplomatic relations, trade rela-
tions between Vietnam and the United States have still faced
major obstacles as the two countries have not yet signed the
Bilateral Trade Agreement and Vietnam has not been granted
the MFN or NTR status by the United States. As long as the
MEFN or NTR status was not yet granted to Vietnam, most of
Vietnam'’s exports to the United States are subject to high tar-
iff rates. Frank Desiderio, Director of the Vietnam-American
Chamber of Commerce, in an article written in 1995 entitled
“Trading Without MFN,” compared the differences in tariff
rates applied to the three commodities as follows:

Table 12: US tariffs against Vietnam's MFN vs Non-MFN
export rates

With MFN Without MFN
Certain footwear products 6% 35%
Certain wrist watches 6.25% 80%
Certain cotton apparel 10% 90%

(Desiderio, pp. 26-27)

To 1998, Fukase and Martin of the World Bank in anoth-
er research paper listed 42 items which can be exported from
Vietnam to the United States but subject to high tariff rates
due to the non-MFN status (Table 12).
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SIMPLE WEIGHTED AVERAGE (%)
AVERAGE (%)
1994 imports 1995 Imports 1996 Imports
Weight Weight Weight
GTAP | Description MFN {Non-MFN| MFN INon-MEN| MFN [Non-MFN| MFN [Non-MFN
1 Paddy rice 1.7 65 na na na na na na
2 Wheat 35 10.0 na na na na na na
3 Cereal grains 06 40 na na na na 14 36
4 | Vegetables. 54 208 02 18 03 29 01 12
fruits, nuts
5 Oil seeds 82 354 0.0 16 na na 0.0 00
6 Sugar cane, 21 na na na na na 25 na
sugar beet
7 Plant-based 0.3 16 na na na na 0.0 0.0
fibers
8 Crops n.e.c. 28 18.2 0.0 0.0 0.0 0.0 0.0 00
9 Bovine cattle, 07 78 na na na na na na
sheep, goats,
horses
10 | Animal 1.2 5.6 31 124 25 14.2 15 11
products n.e.c.
12 | Wool, sitk- 06 0.0 na na na na na na
WOTm £ocoons
13 | Forestry 0.0 1.7 na na na na 0.0 0.0
products
14 | Marine 04 39 0.0 0.0 0.2 42 0.0 0.0
products
15 | Coal 0.0 0.0 00 0.0 na na na na
16 | Oil 0.2 0.6 na na na na 0.4 13
17 | Gas 0.0 0.0 na na na na na na
18 | Mineraisnec.| 0.7 10.0 34 75 1.1 10.0 13 103
19 | Bovine cattle, 34 239 na na na na na na
sheep, goat.
horse meat
20 | Meatproducts | 4.7 231 na na na na na na
n.e.c.
21 | Vegetableoils | 3.7 128 0.0 na na na na na
and fats
22 | Dairy products| 27.8 299 na na na na na na
23 | Processedrice|] 5.8 236 8.8 350 8.8 350 8.8 35.0
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